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3M COMPANY 
ANNUAL REPORT ON FORM 10-K 

For the Year Ended December 31,2007 

PARTI 

Item 1. Business. 

3M Company, formerly known as Minnesota Mining and Manufacturing Company, was incorporated in 1929 under the laws of the State of Delaware to 
continue operations begun in 1902. The Company's ticker symbol is MMM. As used herein, the term "3M" or "Company" includes 3M Company and its 
subsidiaries unless the context indicates otherwise. In addition, for any references to Note 1 through Note 18, refer to the Notes to Consolidated Financial 
Statements in Item 8 of this document. 

Available Information 

The SEC maintains a website that contains reports, proxy and information statements, and other information regarding issuers, including the Company, that 
file electronically with the SEC. The public can obtain any documents that the Company files with the SEC at http://www.sec.gov. The Company files 
annual reports, quarterly reports, proxy statements and other documents with the Securities and Exchange Commission (SEC) under the Securities Exchange 
Act of 1934 (Exchange Act). The public may read and copy any materials that the Company files with the SEC at the SEC's Public Reference Room at 100 
F Street, N.E., Room 1580, Washington, D.C. 20549. The public may obtain information on the operation of the Public Reference Room by calling the SEC 
at 1-800-SEC-0330. 

3M also makes available free of charge through its website (http://investor.3M.com) the Company's Annual Report on Form 10-K, Quarterly Reports on 
Form 10-Q, Current Reports on Form 8-K, and, if applicable, amendments to those reports filed or furnished pursuant to the Exchange Act as soon as 
reasonably practicable after the Company electronically files such material with, or furnishes it to, the SEC. 

General 

3M is a diversified technology company with a global presence in the following businesses: industrial and transportation; health care; display and graphics; 
consumer and office; safety, security and protection services; and electro and communications. 3M is among the leading manufacturers of products for 
many of the markets it serves. Most 3M products involve expertise in product development, manufacturing and marketing, and are subject to competition 
from products manufactured and sold by other technologically oriented companies. 

At December 31,2007, the Company employed 76,239 people, with 34,138 employed in the United States and 42,101 employed internationally. 

Business Segments 

As discussed in Note 16 to the Consolidated Financial Statements, effective in the first quarter of 2007,3M made certain product moves between its 
business segments in its continuing effort to drive growth by aligning businesses around markets and customers. Segment information presented herein 
reflects the impact of these changes for all periods presented. 

3M continues to manage its operations in six operating business segments: Industrial and Transportation; Health Care; Display and Graphics; Consumer and 
Office; Safety, Security and Protection Services; and Electro and Communications. 3M's six business segments bring together common or related 3M 
technologies, enhancing the development of innovative products and services and providing for efficient sharing of business resources. These segments have 
worldwide responsibility for virtually all 3M product lines. Certain small businesses and lab-sponsored products, as well as various corporate assets and 
expenses, are not allocated to the business segments. Financial information and other disclosures relating to 3M's business segments and operations in major 
geographic areas are provided in the Notes to Consolidated Financial Statements. 

Industrial and Transportation Business: The Industrial and Transportation Business segment serves a broad range of markets, such as appliance, paper and 
packaging, food and beverage, and automotive. Industrial and Transportation products include tapes, a wide variety of coated and nonwoven abrasives, 
adhesives, specialty materials, closures for disposable diapers, and components and products that are used in the manufacture, repair, and maintenance of 
automotive, marine, aircraft and specialty vehicles. The August 2005 acquisition of CUNO, Incorporated ("CUNO") added a comprehensive line of 
filtration products for the separation, clarification and purification of fluids and gases. 

Major industrial products include vinyl, polyester, foil and specialty industrial tapes and adhesives; Scotch® Masking Tape, Scotch® Filament Tape and 
Scotch® Packaging Tape; packaging equipment; 3M™ VHB™ Bonding Tapes; conductive, low surface energy, hot melt, spray and structural adhesives; 
reclosable fasteners; label materials for durable 
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goods; and coated, nonwoven and microstructured surface finishing and grinding abrasives for the industrial market. Other products include a 
comprehensive line of filtration products for the separation, clarification and purification of fluids and gases; fluoroelastomers for seals, tubes and gaskets in 
engines; engineering fluids; and closures for disposable diapers. 

Major transportation products include insulation components, including components for catalytic converters; functional and decorative graphics; 
abrasion-resistant films; masking tapes; fasteners and tapes for attaching nameplates, trim, moldings, interior panels and carpeting; coated, nonwoven and 
microstructured finishing and grinding abrasives; structural adhesives; and other specialty materials. In addition, 3M provides paint finishing and detailing 
products, including a complete system of cleaners, dressings, polishes, waxes and other products. 

Health Care Business: The Health Care segment serves markets that include medical, clinics and hospitals, pharmaceuticals, dental and orthodontic 
practitioners, and health information systems. Products and services provided to these and other markets include medical and surgical supplies, skin health 
and infection prevention products, drug delivery systems, dental and orthodontic products, health information systems and microbiology products. As 
discussed in Note 2, the global branded pharmaceuticals business was sold in December 2006 and January 2007. 

In the medical and surgical areas, 3M is a supplier of medical tapes, dressings, wound closure products, orthopedic casting materials, electrodes and 
stethoscopes. In infection prevention, 3M markets a variety of surgical drapes, masks and preps, as well as sterilization assurance equipment. Other products 
include drug delivery systems, such as metered-dose inhalers, transdermal skin patches and related components. Dental and orthodontic products include 
restoratives, adhesives, finishing and polishing products, crowns, impression materials, preventive sealants, professional tooth whiteners, prophylaxis and 
orthodontic appliances. In health information systems, 3M develops and markets computer software for hospital coding and data classification, as well as 
providing related consulting services. 3M provides microbiology products that make it faster and easier for food processors to test the microbiological 
quality of food. 

Display and Graphics Business: The Display and Graphics segment serves markets that include electronic display, touch screen, traffic safety and 
commercial graphics. This segment includes optical film and lens solutions for electronic displays; touch screens and touch monitors; computer screen 
filters; reflective sheeting for transportation safety; and commercial graphics systems. 

The optical film business provides films that serve numerous market segments of the electronic display industry. 3M provides distinct products for five 
market segments, including products for: 1) LCD computer monitors, 2) LCD televisions, 3) hand-held devices such as cellular phones, 4) notebook PCs 
and 5) automotive displays. Other optical products include lens systems for projection televisions, in addition to desktop and notebook computer screen 
filters that address needs for light control, privacy viewing and glare reduction. The touch systems business includes touch screens and touch monitors. In 
traffic safety systems, 3M provides reflective sheetings used on highway signs, vehicle license plates, construction work-zone devices, trucks and other 
vehicles, and also provides pavement marking systems. Major commercial graphics products include films, inks, digital signage systems and related 
products used to produce graphics for vehicles and signs. 

Consumer and Office Business: The Consumer and Office segment serves markets that include consumer retail, office retail, home improvement, building 
maintenance and other markets. Products in this segment include office supply products, stationery products, construction and home improvement products, 
home care products, protective material products and consumer health care products. 

Major consumer and office products include Scotch® brand products, such as Scotch® Magic™ Tape, Scotch® Glue Stick and Scotch® Cushioned Mailer; 
Post-it® Products, such as Post-it® Flags, Post-it® Note Pads, Post-it® Labeling & Cover-up Tape, and Post-it® Pop-up Notes and Dispensers; 
construction and home improvement products, including surface-preparation and wood-finishing materials, Command™ Adhesive Products and Filtrete™ 
Filters for furnaces and air conditioners; home care products, including Scotch-Brite® Scour Pads, Scotch-Brite® Scrub Sponges, Scotch-Brite™ 
Microfiber Cloth products, O-Cel-O™ Sponges and Scotchgard™ Fabric Protectors; protective material products, certain maintenance-free respirators, 
and Nexcare™ Adhesive Bandages. 

Safety, Security and Protection Services Business: The Safety, Security and Protection Services segment serves a broad range of markets that increase the 
safety, security and productivity of workers, facilities and systems. Major product offerings include personal protection products, safety and security 
products, energy control products, cleaning and protection products for commercial establishments, roofing granules for asphalt shingles, and supply chain 
execution software solutions. In August 2006,3M completed the acquisition of Security Printing and Systems Limited, a producer of finished, personalized 
passports and secure cards, which expanded the 3M product line related to border and civil security solutions. 3M's new emerging business opportunity in 
its Track and Trace initiative within 3M's Safety, Security and Protection Services segment resulted in the merging of a number of formerly separate efforts 
into one concerted effort for 
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. future growth. Track and Trace has a growing array of applications — from tracking packages to managing medical and legal records. 

This segment's products include certain maintenance-free and reusable respirators, personal protective equipment, electronic surveillance products, films 
that protect against counterfeiting, and reflective materials that are widely used on apparel, footwear and accessories, enhancing visibility in low-light 
situations. Other products include theft protection systems for libraries and library patron self-checkout systems; spill-control sorbents; Thinsulate™ 
Insulation and Thinsulate™ Lite Loft™ Insulation; 3M™ Scotchtint™ Window Film for buildings; 3M™ Ultra Safety and Security Window Film for 
property and personal protection during destructive weather conditions; nonwoven abrasive materials for floor maintenance and commercial cleaning; floor 
matting; natural and coloi^coated mineral granules for asphalt shingles; and supply chain execution software solutions. 

Electro and Communications Business: The Electro and Communications segment serves the electrical, electronics and communications industries, 
including electrical utilities; electrical construction, maintenance and repair; original equipment manufacturer (OEM) electrical and electronics; computers 
and peripherals; consumer electronics; telecommunications central office, outside plant and enterprise; as well as aerospace, military, automotive and 
medical markets; with products that enable the efficient transmission of electrical power and speed the delivery of information and ideas. Products include 
electronic and interconnect solutions, microinterconnect systems, high-performance fluids, high-temperature and display tapes, telecommunications 
products, electrical products, and visual systems products. 

Major electronic and electrical products include packaging and interconnection devices; high-performance fluids used in the manufacture of computer 
chips, and for cooling electronics and lubricating computer hard disk drives; high- temperature and display tapes; insulating materials, including 
pressure-sensitive tapes and resins; and related items. 3M™ Flexible Circuits use electronic packaging and interconnection technology, providing more 
connections in less space, and are used in ink-jet print cartridges, cell phones and electronic devices. This segment serves the world's telecommunications 
companies with a wide array of products for fiber-optic and copper-based telecommunications systems for rapid deployment in fixed and wireless 
networks. The 3M™ Aluminum Conductor Composite Reinforced (ACCR) electrical power cable, with an aluminum-based metal matrix at its core, 
increases transmission capacity for existing power lines. Visual communication products serve the world's office and education markets with overhead 
projectors and transparency films, as well as equipment and materials for electronic and multimedia presentations. 

Distribution 

3M products are sold through numerous distribution channels, including directly to users and through numerous wholesalers, retailers, jobbers, distributors 
and dealers in a wide variety of trades in many countries around the world. Management believes the confidence of wholesalers, retailers, jobbers, 
distributors and dealers in 3M and its products — a confidence developed through long association with skilled marketing and sales representatives — has 
contributed significantly to 3M's position in the marketplace and to its growth. 3M has 157 sales offices worldwide, with nine in the United States and 148 
internationally. 

Research and Patents 

Research and product development constitutes an important part of 3M's activities and has been a major driver of 3M's sales growth. Research, 
development and related expenses totaled $1,368 billion in 2007, $1,522 billion in 2006 and $1,274 billion in 2005. The global branded pharmaceuticals 
business, which was divested in December 2006 and January 2007, incurred research, development and related expenses of approximately $120 million in 
2006 and $142 million in 2005. The 2006 amount also included a $95 million in-process research and development charge (discussed in Note 2) and $75 
million in restructuring actions (Note 4). Research and development, covering basic scientific research and the application of scientific advances in the 
development of new and improved products and their uses, totaled $788 million in 2007, compared to $943 million in 2006, decreasing due to the $95 
million for purchased in-process research and development discussed above and also due to the pharmaceuticals business divestiture. Research and 
development expenses totaled $818 million in 2005. Related expenses primarily include technical support provided by 3M to existing customers who are 
using 3M products, and the costs of internally developed patents. 

The Company's products are sold around the world under various trademarks that are important to the Company. The Company also owns, or holds licenses 
to use, numerous U.S. and foreign patents. The Company's research and development activities generate a steady stream of inventions that are covered by 
new patents. Patents applicable to specific products extend for varying periods according to the date of patent application filing or patent grant and the legal 
term of patents in the various countries where patent protection is obtained. The actual protection afforded by a patent, which can vary from country to 
country, depends upon the type of patent, the scope of its coverage and the availability of legal remedies in the country. 

The Company believes that its patents provide an important competitive advantage in many of its businesses. In general, no single patent or group of related 
patents is in itself essential to the Company as a whole or to any of the Company's 
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business segments. The importance of patents in the Display and Graphics segments is described in "Performance by Business Segment" — "Display and 
Graphics Business" in Part II, Item 7. 

Raw Materials 

In 2007, the Company experienced cost increases affecting metals, wood pulp and oil-derived raw materials. Costs for these materials have remained high 
throughout the year, and 3M would expect this level to carry over into early 2008, with some moderation occurring later in the year. To date, the Company 
is receiving sufficient quantities of all raw materials to meet its reasonably foreseeable production requirements. It is impossible to predict future shortages 
of raw materials or the impact any such shortages would have. 3M has avoided disruption to its manufacturing operations through careful management of 
existing raw material inventories and development and qualification of additional supply sources. 3M manages commodity price risks through negotiated 
supply contracts, price protection agreements and forward physical contracts. 

Environmental Law Compliance 

3M's manufacturing operations are affected by national, state and local environmental laws around the world. 3M has made, and plans to continue making, 
necessary expenditures for compliance with applicable laws. 3M is also involved in remediation actions relating to environmental matters from past 
operations at certain sites (refer to "Environmental and Other Liabilities and Insurance Receivables" in Note 13, Commitments and Contingencies). 

Environmental expenditures relating to existing conditions caused by past operations that do not contribute to current or future revenues are expensed. 
Reserves for liabilities for anticipated remediation costs are recorded on an undiscounted basis when they are probable and reasonably estimable, generally 
no later than the completion of feasibility studies or the Company's commitment to a plan of action. Environmental expenditures for capital projects that 
contribute to current or future operations generally are capitalized and depreciated over their estimated useful lives. 

In 2007, 3M expended about $21 million for capital projects related to protecting the environment. This amount excludes expenditures for remediation 
actions relating to existing matters caused by past operations. Capital expenditures for environmental purposes have included pollution control devices — 
such as wastewater treatment plant improvements, scrubbers, containment structures, solvent recovery units and thermal oxidizers — at new and existing 
facilities constructed or upgraded in the normal course of business. Consistent with the Company's policies stressing environmental responsibility, capital 
expenditures (other than for remediation projects) for known projects are presently expected to be about $47 million over the next two years for new or 
expanded programs to build facilities or modify manufacturing processes to minimize waste and reduce emissions. 

While the Company cannot predict with certainty the future costs of such cleanup activities, capital expenditures or operating costs for environmental 
compliance, the Company does not believe they will have a material effect on its capital expenditures, earnings or competitive position. 

Executive Officers 

Following is a list of the executive officers of 3M, and their age, present position, the year elected to their present position and other positions they have 
held during the past five years. No family relationships exist among any of the executive officers named, nor is there any undisclosed arrangement or 
understanding pursuant to which any person was selected as an officer. This information is presented as of the date of the 10-K. filing (February 15,2008). 

Year 
Elected to 
Present Other Positions 

George W. Buckley 
Name 

60 
Pre«mt PnslHnn 

Chairman of the Board, President and 
Chief Executive Officer 

Position 
2005 

Held 100S-2IKI7 
Chairman and Chief Executive Officer, 

Brunswick Corporation, 2000-20Q5 

Patrick D. Campbell 55 Senior Vice President and 
Chief Financial Officer 

2002 

Joe E.Harlan 48 Executive Vice President, 
Electro and Communications Business 

2004 President and Chairman of the Board, 
Sumitomo 3M Limited, 2002-2004 

Executive Vice President, Sumitomo 3M 
Limited, 2002-2003 
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Executive Officers 
(continued) 

Name 
Michael A. Kelly 

Angelas. Lalor 

JeanLobey 

Robert D. MacDonald 

Moe S. Nozari 

Frederick J. Palensky 

Brad T. Sauer 

Hak Cheol Shin 

Marschall L Smith 

Inge G. Thulin 

John K. Woodworth 

Age 
51 Executive Vice President, 

Present Position 

42 Senior Vice President, 
Human Resources 

SS Executive Vice President, 
Safety, Security and Protection 

Services Business 

57 Senior Vice President, 

Year 
Elected to 
Present 
PmMM 

65 Executive Vice President, 
Consumer and Office Business 

5$ Executive Vice President, 
Research and Development and 

Chief Technology Officer 

48 Executive Vice President, 
HealthCare Business 

50 Executive Vice President, 
Industrial and Transportation Business 

63 Senior Vice President, 
Legal Affairs and Oenerat Counsel 

54 Executive Vice President, 
International Operations 

56 Senior Vice President, 
Corporate Supply Chain Operations 

Other Positions 
Held During 2(103-2007 

2006 Division Vice President, Occupational Health 
and Environmental Safety Division, 
2003-2006 

General Manager, Performance Materials 
Division, 2003 

Managing Director, 3M Korea, 2001-2003 

2006 Staff Vice President; Human Resources 
Operations, 2005 

Executive Director, Human Resources 
Operations, 2004-2005 

Diiwto^C^^jwriroarfEmployee 

2005 Managing Director, 3M Brazil, 2003-2004 

Executive Director, Six Sigma, Europe and 
Middle East, 2001-2003 

2004 Division Vice President, Automotive 
Aftcrmarket Division, 2002-2004 

2002 

2006 Executive Vice President, Enterprise Services, 
2005-2006 

Executive Vice President, Safety, Security and 
Protection Services Business, 2002-2005 

2004 Executive Vice President, Electro and 

2006 Executive Vice President, Industrial Business, 
2005 

Division Vice President, Industrial Adhesives 
and Tapes Division, 2003-2005 

Division Vice President, Electronics Markets 
Materials Division, 2002-2003 

2007 Vice President and General Counsel, Brunswick 
Corporation, 2001-2007 

2004 Vice President, Asia Pacific; and Executive 
Vice President, international Operations, 
2003-2004 

Vice President, Europe and Middle East, 
2002-2003 

2006 Vice President, Asia Pacific, 2004-2006 
Division Vice President, Electronic Solutions 

Division, 2003-2004 
Division Vice President, Electronic and 

Interconnect Solutions Division, 2002-2003 
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Item 1A. Risk Factors. 

The most significant risk factors applicable to the Company are as follows: 

* Results are impacted by the effects of, and changes in, worldwide economic conditions. The Company operates in more than 60 countries and derives 
approximately 63% of its revenues from outside the United States. The Company's business may be affected by factors in the United States and other 
countries that are beyond its control, such as downturns in economic activity in a specific country or region, or in the various industries in which the 
Company operates; social, political or labor conditions in a specific country or region; or adverse changes in interest rates, tax, or regulations in the 
jurisdictions in which the company operates. 

* The Company's results are effected by competitive conditions and customer preferences. Demand for the Company's products, which impacts revenue 
and profit margins, is affected by (i) the development and timing of the introduction of competitive products; (ii) the Company's response to downward 
pricing to stay competitive; (iii) changes in customer order patterns, such as changes in the levels of inventory maintained by customers and the timing of 
customer purchases which may be affected by announced price changes, changes in the Company's incentive programs, or the customer's ability to achieve 
incentive goals; and (iv) changes in customers' preferences for our products, including the success of products offered by our competitors, and changes in 
customer designs for their products that can affect the demand for some of the Company's products. 

* Foreign currency exchange rates and fluctuations in those rates may effect the Company's ability to realize projected growth rates in its sales and 
earnings. Because the Company derives approximately 63% of its revenues from outside the United States, its ability to realize projected growth rates in 
sales and earnings could be adversely affected if the U.S. dollar strengthens significantly against foreign currencies. 

* The Company's growth objectives are largely dependent on the timing and market acceptance of its new product offerings, including its ability to 
continually renew its pipeline of new products and to bring those products to market. This ability may be adversely affected by difficulties or delays in 
product development, such as the inability to identify viable new products, obtain adequate intellectual property protection, or gain market acceptance of 
new products. There are no guarantees that new products will prove to be commercially successful. 

* The Company's future results are subject to fluctuations in the costs and availability ofpurchased components, compounds, raw materials and energy, 
including oil and natural gas and their derivatives, due to shortages, increased demand, supply interruptions, currency exchange risks, natural disasters 
and other factors. The Company depends on various components, compounds, raw materials, and energy (including oil and natural gas and their 
derivatives) supplied by others for the manufacturing of its products. It is possible that any of its supplier relationships could be interrupted due to natural 
and other disasters and other events, or be terminated in the future. Any sustained interruption in the Company's receipt of adequate supplies could have a 
material adverse effect on the Company. In addition, while the Company has a process to minimize volatility in component and material pricing, no 
assurance can be given that the Company will be able to successfully manage price fluctuations or that future price fluctuations or shortages wili not have a 
material adverse effect on the Company. 

* Acquisitions, strategic alliances, divestitures, and other unusual events resulting from portfolio management actions and other evolving business 
strategies, and possible organizational restructuring could effect future results. The Company monitors its business portfolio and organizational structure 
and has made and may continue to make acquisitions, strategic alliances, divestitures and changes to its organizational structure. With respect to 
acquisitions, future results will be affected by the Company's ability to integrate acquired businesses quickly and obtain the anticipated synergies. 

* The Company's future results may be affected if the Company generates fewer productivity improvements than estimated. The Company utilizes various 
tools, such as Lean Six Sigma, to improve operational efficiency and productivity. There can be no assurance that all of the projected productivity 
improvements will be realized. 

* The Company's future results may be affected by various legal and regulatory proceedings, including those involving product liability, antitrust, 
environmental or other matters. The outcome of these legal proceedings may differ from the Company's expectations because the outcomes of litigation, 
including regulatory matters, are often difficult to reliably predict. Various factors or developments can lead the Company to change current estimates of 
liabilities and related insurance receivables where applicable, or make such estimates for matters previously not susceptible of reasonable estimates, such as 
a significant judicial ruling or judgment, a significant settlement, significant regulatory developments or changes in applicable law. A future adverse ruling, 
settlement or unfavorable development could result in future charges that could have a material adverse effect on the Company's results of operations or 
cash flows in any particular period. For a more detailed discussion of the legal proceedings involving the Company and die associated accounting estimates, 
see the discussion in Note 13. 
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Item IB. Unresolved Staff Comments. 

None. 

Item 2. Properties. 

3M's general offices, corporate research laboratories, and certain division laboratories are located in St. Paul, Minnesota. In the United States, 3M has nine 
sales offices in eight states and operates 74 manufacturing facilities in 27 states. Internationally, 3M has 148 sales offices. The Company operates 93 
manufacturing and converting facilities in 32 countries outside the United States. 

3M owns substantially all of its physical properties. 3M's physical facilities are highly suitable for the purposes for which they were designed. Because 3M 
is a global enterprise characterized by substantial intersegment cooperation, properties are often used by multiple business segments. 

Item 3. l egal Proceedings. 

Discussion of legal matters is incorporated by reference from Part II, Item 8, Note 13, "Commitments and Contingencies," of this document, and should be 
considered an integral part ofPart I, Item 3, "Legal Proceedings." 

Item 4. Submission of Matters to a Vote of Security Holders. 

None in the quarter ended December 31,2007. 

PARTII 

Item 5. Market for Registrant's Common Equity. Related Stockholder Matters and Issuer Purchases of Equity Securities. 

Equity compensation plans' information is incorporated by reference from Part III, Item 12, "Security Ownership of Certain Beneficial Owners and 
Management and Related Stockholder Matters," of this document, and should be considered an integral part of Item S. At January 31,2008, there were 
approximately 121,302 shareholders of record. 3M*s stock is listed on the New York Stock Exchange, Inc. (NYSE), the Chicago Stock Exchange, Inc., and 
the SWX Swiss Exchange. Cash dividends declared and paid totaled $.48 per share for each quarter of2007, and $.46 per share for each quarter of 2006. 
Stock price comparisons follow: 

Stock price comparisons (NYSE composite transactions) 

First Second Third Fourth 
n>er share amounts) Quarter Quarter Quarto: Quarter Yeai 
2007 High $ 79.88 S 89.03 $ 93.98 S 97.00 S 97.00 
2007 Low 72,90 75.91 83.21 78.98 72.90 
2fl06High $ 79.83 $ 88.35 $ 81.60 $ 81.95 $ 88.35 
2006 Low 70.30 75.76 67.05 73.00 67.05 

Issuer Purchases of Equity Securities 

Repurchases of common stock are made to support the Company's stock-based employee compensation plans and for other corporate purposes. On 
February 13,2006, the Board of Directors authorized the purchase of $2.0 billion of the Company's common stock between February 13,2006 and 
February 28,2007. In August 2006, 3M's Board of Directors authorized the repurchase of an additional $1.0 billion in share repurchases, raising the total 
authorization to $3.0 billion for the period from February 13,2006 to February 28,2007. In February 2007,3M's Board of Directors authorized a two-year 
share repurchase of up to $7.0 billion for the period from February 12,2007 to February 28,2009. 



Issuer Purchases of Equity 
Securities (registered pursuant to 
Section 12 of the Exchange Act) 

Perlnd 
January 1-31,2007 
February 1-28,2007 
March 1-31,2007 

Total January 1 — March 31,2007 
April 1-30,2007 
May 1-31,2007 
June 1-30,2007 

Total April 1 — June 30,2007 
July 1-31,2007 
August 1-31,2007 
September 1-30,2007 

Total July 1 — September 30,2007 
October 1-31,2007 
November 1-30,2007 
December 1-31,2007 

Total October 1 — Dec. 31,2007 
Total Januaty 1 — December 31,2007 

Total 
Number of 

Shares 
Purchased Average Price 

Total 
Number of 

Shares 
Purchased 
as Part of 
Publicly 

Announced 
Plans or 

Maximum 
Approximate 
Dollar Value 

Of Shares 
that May Yet 

Be 
Purchased 
under the 
Plans or 

Programs 

1,311,268 $ 76.33 1,277,200 S 651 
6,542,591 $ 75.12 6,522,500 s 6,731 
8.187.472 $ 75.59 8.151.700 ¥ 6.115 

16.041.331 $ 75.46 15.951.400 ¥ 6.115 
3,548,221 $ 77-55 3,476,700 $ 5,846 
4,428,219 $ 85.84 4,202,800 $ 5,485 
3.885.033 ¥ 86.58 3.810.800 s 5.155 

11.861.473 ¥ 83.60 11.490.300 ¥ 5.155 
1,646,251 $ 89.01 1,510,300 s 5,021 
2,329,478 $ 87.05 2,247,300 s 4,825 
2.086.564 $ 90.24 2.029.600 ¥ 4.642 
6.062.293 $ 88.68 5.787200 ¥ 4.642 
2,192,302 $ 88.89 2,178,500 ¥ 4,448 
1,702,375 $ 82.35 1,692,000 $ 4,309 
1.896.612 $ 85.41 1.873.500 ¥ 4.149 
5.791.289 $ 85.83 5.744.000 ¥ 4.149 

39.756,386 $ 81.42 38.972.900 $ 4.149 

(1) The total number of shares purchased includes: (i) shares purchased under the Board's authorizations described above, and (ii) shares purchased in 
connection with the exercise of stock options (which totaled 34,068 shares in January 2007,20,091 shares in February 2007,35,772 shares in March 2007, 
71,521 shares in April 2007,225,419 shares in May 2007, 74,233 shares in June 2007, 135,951 shares in July 2007, 82,178 shares in August 2007, 56,964 
shares in September 2007,13,802 shares in October 2007,10,375 shares in November 2007, and 23,112 shares in December 2007). 
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Item 6. Selected Financial Data. 

fflnllare hi million.. errent ner .hare unnnnlll 21110 2M£ Z&QS 21110 2103-
Years ended December 31: 

Net sales 
Income before cumulative effect of accounting change 
Per share of common stock: 
Income before cumulative effect of accounting change—basic 
Income before cumulative effect of accounting change — diluted 
Cash dividends declared and paid 

At December 31: 
Total assets 
Long-term debt (excluding portion due within one year) and 

long-term capital lease obligations 

$ 24,462 
4,096 

$ 22,923 $ 
3,851 

21,167 
3,146 

$ 20,011 $ 
2,841 

18,232 
2,286 

$.70 
5.60 
132 

5.15 
5.06 
1.84 

4.11 
4.03 
1.68 

3.64 
3.56 
L44 

2.92. 
2.88 
1.32 

$ 24,694 $ 21,294 $ 20,541 $ 20,723 $ 17,612 

4.088 1.112 1.368 798 1.805 

The above income and earnings per share information exclude a cumulative effect of accounting change in 2005 ($35 million, or 5 cents per diluted share). 
Refer to Note 1 for more detail. 

2007 results included net gains that increased operating income by $681 million and net income by $448 million. 2007 included gains related to the sale of 
businesses ($849 million pre-tax, $550 million after-tax) and a gain on sale of real estate ($52 million pre-tax, $37 million after-tax), which were partially 
offset by increases in environmental liabilities ($134 million pre-tax, $83 million after-tax), restructuring actions ($41 million pre-tax, $27 million 
after-tax), and other exit activities ($45 million pre-tax, $29 million after-tax). 2006 results included net gains that increased operating income by $523 
million and net income by $438 million. 2006 included net benefits from gains related to the sale of certain portions of 3M's branded pharmaceuticals 
business ($1,074 billion pre-tax, $674 million after-tax) and favorable income tax adjustments ($149 million), which were partially offset by restructuring 
actions ($403 million pre-tax, $257 million after-tax), acquired in-process research and development expenses ($95 million pre-tax and after-tax), 
settlement costs of a previously disclosed antitrust class action ($40 million pre-tax, $25 million after-tax), and environmental obligations related to the 
pharmaceuticals business ($13 million pre-tax, $8 million after-tax). 2005 results included charges that reduced net income by $75 million. This related to 
a tax liability resulting from 3M's reinvestment of approximately $1.7 billion of foreign earnings in the United States pursuant to the repatriation provisions 
of the American Jobs Creation Act of 2004.2003 results included charges related to an adverse ruling in a lawsuit filed against 3M in 1997 by LePage's Inc. 
that reduced operating income by $93 million ($58 million after tax). 
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Item 7. Management's Discussion and Analysts of Financial Condition and Results of Operations. 

Management's Discussion and Analysis of Financial Condition and Results of Operations (MD&A) is designed to provide a reader of 3M's financial 
statements with a narrative from the perspective of management. 3M's MD&A is presented in nine sections: 

Reference (pages) 

Overview 12 
Results of Operations 15 
Performance by Business Segment 18 
Performance by Geographic Segment 27 
Critical Accounting Estimates 28 
New Accounting Pronouncements 30 
Financial Condition and Liquidity 30 
Financial Instruments 35 
Forward-Looking Statements 35 

OVERVIEW 

3M is a diversified global manufacturer, technology innovator and marketer of a wide variety of products. 3M manages its operations in six operating 
business segments: Industrial and Transportation; Health Care; Display and Graphics; Consumer and Office; Safety, Security and Protection Services; and 
Electro and Communications. 

3M's strategy continues to emphasize a commitment to grow at a faster pace, using a four-pronged approach, which includes reinvesting in its core 
businesses, developing adjacent emerging business opportunities, expanding on the Company's already world-class capabilities internationally, and 
acquiring companies in complementary faster-growing industries. The Company will continue to invest in research and development and plant start-ups in 
2008, including investments in emerging markets around the world. Research, development and related expenses totaled $1.368 billion in 2007. Capital 
expenditures totaled $1.422 billion in 2007, up $254 million compared with 2006. The Company expects capital expenditures to total approximately 
$1.3 billion to $1.4 billion in 2008, providing the capacity to meet expected growth. 

In December 2006 and January 2007, 3M completed the sale of its branded pharmaceuticals business, resulting in gains in the fourth quarter of 2006 and 
first quarter of 2007. In addition, 3M recorded a gain related to the sale of its Opticom Priority Control Systems and Canoga Traffic Detection businesses in 
the second quarter of 2007. In both 2007 and 2006, these gains on sale of businesses and a gain on sale of real estate were partially offset by restructuring 
and other items. Refer to Note A at the end of this overview section for additional details. Including these items, in 2007,3M reported record net sales of 
$24,462 billion and record net income of $4,096 billion, or $5.60 per diluted share, compared with net sales of $22,923 billion and net income of $3,851 
billion, or $5.06 per diluted share, in 2006. Excluding the items in Note A in both years, the Company still achieved strong underlying operating 
performance, helped by a 6.7% increase in net sales, which included the divestiture impacts discussed above that reduced sales growth by 3.8%. 

The following table contains sales and operating income results by business segment for the years ended December 31,2007 and 2006. Refer to the 
Performance by Business Segment section for discussion of the gain on sale of businesses, restructuring and other items that impacted reported operating 
income results. 

2007 vs. 2004 

Net %of Oper. Net %of Oper. Net Oper. 
Total Incnmp Total 

Business Segments 
11.8% Industrial and Transportation S 7,274 29.7% $ 1,501 $ 6,640 29.0% $ 1,342 9.6% 11.8% 

Health Care 3,968 16.2% 1,882 4,011 17.5% 1,845 (1.1)% 2.0% 
Display and Graphics 3,892 15.9% 1,174 3,770 16.4% 1,044 3.2% 12.4% 
Consumer and Office 3,403 13.9% 688 3,164 13.8% 629 7J6% 9J% 
Safety, Security and 

549 Protection Services 3,070 12.6% 611 2,663 11.6% 549 15.3% 11.3% 
Electro and Communications 2,775 11.3% 481 2,631 11.5% 411 5.5% 17.0% 

Corporate and 
Unallocated 80 0.4% (144) 44 0.2% (124) 

Total Company 24.462 100% $ 6.193 $ 22.923 100% $ 5.696 6.7% 8.7% 
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In 2007, worldwide total sales increased 6.7%. Local-currency sales growth (which includes volume, selling price and acquisition impacts, but excludes 
divestiture and translation impacts) was 7.3%, with organic local-currency growth of 4.9% (including 0.7% benefit from pharmaceuticals supply 
agreements) and acquisitions adding 2.4%. Divestitures, primarily the sale of the global branded pharmaceuticals business (Health Care segment), decreased 
worldwide sales growth by 3.8%. The sale of the pharmaceuticals business is not presented as a discontinued operation due to the extent of the projected 
continuing cash flows from 3M's contractual supply relationship with the buyers in relation to those of the business that was sold. 

The breadth of 3M's product lines was evident during 2007 as the Company experienced solid sales growth across the portfolio. Health Care led all 
segments with local-currency sales growth of 18.3% (excluding divestitures). This includes a 4.4% benefit from acquisitions and 4.5% benefit due to the 
pharmaceuticals supply agreements. The sale of 3M's global branded pharmaceuticals business reduced Health Care sales growth by 23.7%. 
Local-currency sales increased 10.8% in Safety, Security and Protection Services, including 7.4% from numerous acquisitions. Local-currency sales 
increased 5.8% in Industrial and Transportation, 5.0% in Consumer and Office, 2.3% in Electro and Communications, and 1.8% (excluding the impact of 
the Opticom/Canoga divestiture) in Display and Graphics. While 3M experienced broad-based sales growth, there was softness in certain markets in 2007. 
Within Display and Graphics, optical film sales increased slightly yeai-on-year, but 3M experienced an attachment rate loss in LCD desktop monitors and 
LCD TV segments, particularly in the second half of 2007, as competition continued to intensify in this market. 3M also experienced weakness in its roofing 
granules business for residential asphalt shingles and in its electronic solutions business due to softness in certain segments of the consumer electronics 
market Refer to the section entitled Performance by Business Segment for a more detailed discussion of the results of the respective segments. 

Geographically, the European region (which includes Europe, Middle East and Africa) led local-currency sales growth in 2007, with an increase of 11.7%, 
7.4% of which was organic (excluding acquisitions, divestiture and translation impacts). Sales growth in Europe was led by Safety, Security and Protection 
Services and Health Care (without Pharmaceuticals). The combined Latin America and Canada area local-currency sales increased 10.6%, of which 9.6% 
was organic, with growth led by Industrial and Transportation, Safety, Security and Protection Services and Health Care (without Pharmaceuticals). Asia 
Pacific local-currency sales increased 4.9%, of which 4.5% was organic, with all six business segments contributing to this increase. United States 
local-currency sales increased 5.7%, of which 2.6% was organic. Organic volume growth in the U.S. was led by Health Care (without Pharmaceuticals) and 
Industrial and Transportation, which was partially offset by softness in the electronic solutions business and weakness in a few businesses that are impacted 
by the slowdown in the U.S. housing, road construction and mass retail markets, primarily the roofing granules, protective materials, traffic safety and office 
supply businesses. Divestitures, primarily the sale of the global branded pharmaceuticals business, reduced sales in Europe by 6.6%, in the United States by 
4.2%, in the combined Latin America and Canada area by 2.8%, and in Asia Pacific by 1.3%. Currency effects increased total international sales by 5.2%, 
with Europe positively impacted by 8.5%, the combined Latin America and Canada area by 5.9%, and Asia Pacific by 2.0%, as the U.S. dollar weakened in 
aggregate against the multitude of currencies in these geographic areas. 

Operating income for 2007 increased 8.7% yeai^on-year, including a net 2.2 percentage point benefit from the impact of items discussed in Note A below. 
Operating income margins were approximately 25% in both 2007 and 2006, with items in Note A positively impacting these margins in both years by 
approximately 2.5 percentage points. 

3M generated $4,275 billion of operating cash flows in 2007, an increase of $436 million compared to 2006. In 2007, the Company utilized $4,619 billion 
of cash to repurchase 3M common stock and pay dividends, compared to $3,727 billion in 2006. In February 2007,3M's Board of Directors authorized a 
two-year share repurchase of up to $7.0 billion for the period from February 12,2007 to February 28,2009. As of December 31,2007, approximately $4.1 
billion remained available for repurchase. In February 2008, 3M's Board authorized a dividend increase of 4.2% for 2008, marking the 50 th consecutive 
year of dividend increases for 3M. 3M's debt to total capital ratio (total capital defined as debt plus equity) as of December 31,2007 was 30%. 3M has an 
AA credit rating from Standard & Poor's, with a stable outlook, and an Aal credit rating from Moody's Investors Service, with a negative outlook. The 
Company has sufficient access to capital markets to meet currently anticipated growth and acquisition investment funding needs. 

In 2007, the Company experienced cost increases affecting metals, wood pulp and oil-derived raw materials. Costs for these materials have remained high 
throughout the year, and 3M would expect this level to cany over into early 2008, with some moderation occurring later in the year. To date the Company is 
receiving sufficient quantities of all raw materials to meet its reasonably foreseeable production requirements. It is impossible to predict future shortages of 
raw materials or the impact any such shortages would have. 3M has avoided disruption to its manufacturing operations through careful management of 
existing raw material inventories and development and qualification of additional supply sources. 3M manages commodity price risks through negotiated 
supply contracts, price protection agreements and forward physical contracts. 
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In 2007, the Company modified elements of its long-term incentive compensation programs. With the May 2007 Management Stock Ownership Program 
(MSOP) Annual Grant, the Company reduced the number of traditional stock options granted by reducing the number of employees eligible to receive 
annual grants and by shifting a portion of the annual grant away from traditional stock options primarily to restricted stock units. These changes will reduce 
the annual dilution impact from approximately 1.5% of total outstanding common stock to approximately 1%. However, associated with the reduction in the 
number of eligible employees, the Company provided a one-time "buyout" grant of restricted stock units to the impacted employees, which resulted in 
increased stock-based compensation expense in 2007. Stock-based compensation expense totaled $0.18 per diluted share in 2007, compared with $0.17 per 
diluted share in 2006. The Company's MSOP, including restricted stock units, is discussed further in Note 15. 

The preceding forward-looking statements involve risks and uncertainties that could cause results to differ materially from those projected (refer to the 
forward-looking statements section in Item 7 and the risk factors provided in Item 1A for discussion of these risks and uncertainties). 

(Note A). In 2007, gains on sale of businesses and real estate, net of restructuring and other items, increased operating income by $681 million and net 
income by $448 million, or $0.62 per diluted share. 2007 included net benefits from gains related to the sale of businesses ($849 million pre-tax, $550 
million aftei-tax) and a gain on sale of real estate ($52 million pre-tax, $37 million after-tax), which were partially offset by increases in environmental 
liabilities ($134 million pre-tax, $83 million after-tax), restructuring actions ($41 million pre-tax, $27 million after-tax), and other exit activities ($45 
million pre-tax, $29 million after-tax). These items, except the gain on sale of real estate, are discussed in more detail in Note 2 (Acquisitions and 
Divestitures), Note 4 (Restructuring Actions and Other Exit Activities) and Note 13 (Commitments and Contingencies). Gains on sale of businesses include 
the second-quarter 2007 sale of 3M's Opticom Priority Control Systems and Canoga Traffic Detection businesses, and the first-quarter 2007 sale of the 
global branded pharmaceuticals business in Europe. Concerning the real estate sale, 3M sold its current lab facility located in Suwon, Korea and is currently 
building a new state-of-the-art customer-oriented R&D facility closer to Seoul and many of 3M's major customers. 

In 2006, gains of sale of businesses, net of restructuring and other items, increased operating income by $523 million and net income by $438 million, or 
$0.57 per diluted share. 2006 included net benefits from gains related to the sale of certain portions of 3M's branded pharmaceuticals business ($1.074 
billion pre-tax, $674 million after-tax) and favorable income tax adjustments ($149 million), which were partially offset by restructuring actions ($403 
million pre-tax, $257 million after-tax), acquired in-process research and development expenses ($95 million pre-tax and after-tax), settlement costs of a 
previously disclosed antitrust class action ($40 million pre-tax, $25 million after-tax), and environmental obligations related to the pharmaceuticals 
business ($13 million pre-tax, $8 million after-tax). These items, except the settlement costs and environmental obligations, are discussed in more detail in 
Note 2 (Acquisitions and Divestitures), Note 4 (Restructuring Actions and Other Exit Activities), Note 8 (Income Taxes) and Note 13 (Commitments and 
Contingencies). Concerning settlement costs, the Company recorded $40 million in 2006 with respect to a settlement in principle related to the antitrust 
class action brought on behalf of direct purchasers who did not purchase private label tape. Concerning environmental obligations, the Company increased 
its reserves by $13 million during 2006 for estimated environmental remediation costs at a European pharmaceutical plant. 
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RESULTS OF OPERATIONS 

Net Sales: 

Net sales (millions) 
% of worldwide sales 

2007 
-ILSL jniL Worldwide JU&. 

2000 
JnlL. Worldwide 

8,987 $ 15,475 $ 24,462 $ 8,853 $ 14,070 $ 22,923 

Volume — organic 
Volume — acquisitions 
Price 

Local-currency sales 

Divestitures 
Translation 
Total sales change 

36.7% 63.3% 38.6% 61.4% 

1.6% 7.4% 5.1% 3.1% 8.0% 6.1% 
3.1 2J 2.4 Z6 2.1 
1.0 (1.1) (0.2) 1.4 (1.8) (0.5) 

5.7 8.4 73 7.1 8.1 7.7 
(4.2) (3.6) (3.8) — — — 

S3 3 2 — 1.0 0.6 
1.5% 10.0% 6.7% 7.1% 9.1% 8.3% 

In 2007, local-currency sales growth of 7.3% (which includes acquisitions, but excludes divestiture and translation impacts) was led by the Health Care; 
Safety, Security and Protection Services; Industrial and Transportation and Consumer and Office segments. All business segments have contributed positive 
local-currency sales growth for four consecutive years. Acquisitions increased 2007 sales by 2.4%, led by the August 2006 acquisition of Security Printing 
and Systems Limited and the late 2006 acquisitions of Softmed Systems Inc. and Biotrace International PLC. 

In 2006, local-currency sales growth of 7.7% was broad-based, as all business segments made positive contributions to local-currency sales growth. 
Acquisitions increased 2006 sales by 2.1%, driven by the August 2005 acquisition of CUNO and the August 2006 acquisition of Security Printing and 
Systems Limited. 

Refer to both the "Performance by Business Segment" and "Performance by Geographic Area" sections for additional discussion of sales change. 

Operating Expenses: 

(Percent nf net sales) 
Cost of sales 
Selling, general and administrative expenses 
Research, development and related expenses 
Gain on sale of businesses 
Operating income 

mot 20116 2005 

2007 
Versus 
tons 

2006 
Versus 
2005 

52J% 51.1% 493% 1.0% 19% 
205 22.1 21.9 (1.6) 0.2 
5.6 6J6 6 D (1.0) QJS 
(3.5) (4.6) — 1.1 (4.6) 
253% 24.8% 22.9% 0.5% 1.9% 

As discussed in the preceding overview section, the 2007 gain on sale of businesses and real estate, net of environmental liability charges, restructuring and 
other exit activities, benefited 2007 operating income by $681 million, or 2.8% of net sales. In addition, the 2006 gain on sale, net of restructuring and other 
items, benefited 2006 operating income by $523 million, or 2.2% of net sales. The following tables summarize these items by operating expense category. 
Items included in the "Other" category of the table for 2006 are acquired in-process research and development expenses ($95 million), settlement costs of a 
previously disclosed antitrust class action ($40 million), and environmental obligations related to the pharmaceuticals business ($13 million). 
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MOT flnln nn Sato. Rmtrnrtiirlng and Q«H>r Mammary 
Gain 

Gain on Environ- Restructuring on sale 
Sale of mental and other of real 

f\Tniinnsi businesses llalrilitles alt activities estate late! 
Cost of sales $ — $ _ $ 64$ — $ 64 
Selling, general and administrative expenses — 134 26 (52) 108 
Research, development and related expenses — — (4) — (4) 
Gain on sale of businesses (8491 — — (849) 
Total operating income penalty (benefit) $ (849) $ 134 $ 86 $ (52) $ (681) 

«H16 Gain nn Sale. Restructuring and Other Summary 
Gain on sale Pharma- Total 
of pharma- ceutlcals Overhead Business restruc-

ceuticals restructuring reduction specific turing 
(MifflMMi business actions „ actions —actions —actions— —Ota— —Total— 
Cost of sales 

Selling, general and administrative expenses 
Research, development and related expenses 

Gain on sale of businesses 
Total operating income penalty (benefit) 

$ $ 32 $ 24 $ 74 $ 130 $ 13 $ 143 
— 66 81 51 198 40 238 
— 68 7 — 75 95 170 

(1.074) — — — — — (1.074) 
¥ (1.074) $ 166 ¥ 112 $ 125 ¥ 403 $ 148 ¥ (523) 

Cost of Sales: 

Cost of sales includes manufacturing, engineering and freight costs. Cost of sales as a percent of net sales increased 1.0 percentage point in 2007 compared 
to 2006, with this increase primarily due to the sale of the branded pharmaceuticals business, which had lower than average cost of sales. Raw material costs 
increased approximately 1% in 2007, compared with 2006. In 2007, restructuring and other exit costs increased cost of sales by $64 million, or 0.3 
percentage points. These charges primarily related to the consolidation of certain flexible circuit manufacturing operations, the phase-out of operations at 
the Company's New Jersey roofing granule facility and charges related to the Company's decision to close an Electro and Communications facility in 
Wisconsin. In 2006, restructuring and other items increased cost of sales by $143 million, or 0.7 percentage points. 

Cost of sales increased 1.9 percentage points in 2006. Approximately 1.2 percentage points of this increase related to numerous items, such as higher raw 
material costs, slightly lower selling pnces, and higher costs associated with scaling up additional manufacturing capacity. In addition, there were supply 
chain inefficiencies caused by capacity-constraints. Finally, 3M accelerated the pace of acquisitions in 2006, which increased cost of sales slightly for the 
year. Broad-based sales volume growth and productivity gains helped offset some of this impact. Raw material costs increased approximately 3% for 2006, 
compared with 2005. 

Selling, General and Administrative Expenses: 

Selling, general and administrative (SG&A) expenses as a percent of net sales decreased 1.6 percentage points in 2007 when compared to 2006, as expenses 
incurred in 2006 in the Company's now-divested global branded Pharmaceuticals business did not repeat in 2007. Non-pharmaceutical ongoing SG&A 
expenses, after adjusting for the following items, were up approximately 7% in dollars, reflecting the Company's continued investment in sales and 
marketing to support growth markets. In 2007, SG&A includes increases in environmental liabilities, restructuring charges and other exit activities, net of 
the gain on sale of real estate ($108 million combined net expense), which increased SG&A as a percent of sales by OA percentage points. 2006 included 
restructuring actions and settlement costs of a previously disclosed antitrust class action ($238 million combined expense), which increased 2006 SG&A as 
a percent of sales by 1.0 percentage points. In dollars, SG&A decreased $51 million when comparing 2007 to 2006, with the change in restructuring and 
other items year-on-year decreasing SG&A by $130 million, pharmaceutical SG&A spending decreasing $241 million and other SG&A spending 
increasing $320 million, or approximately 7% in dollars. The Company continues to constrain administrative costs. 

SG&A expenses as a percentage of net sales increased 0.2 of a percentage point in 2006 when compared to 2005. In dollars, SG&A increased $435 million, 
with restructuring and other items increasing SG&A by $238 million and other spending increasing SG&A by $197 million. 3M continues to invest in 
growth-oriented SG&A as sales and marketing costs increased faster than sales, while administrative expenses remained relatively flat in dollars, 
attributable to ongoing cost-control efforts. 
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Research, Development and Related Expenses: 

Research, development and related expenses (R&D) as a percent of net sales decreased 1.0 percentage point in 2007 when compared to 2006, as expenses 
incurred in 2006 in the Company's now-divested R&D-intensive Pharmaceuticals business did not repeat in 2007. Non-pharmaceutical ongoing R&D 
expenses, after adjusting for the following items, were up approximately 11% in dollars, as the Company continued to aggressively invest in future 
technologies and growth opportunities. 2006 spending included a $95 million in-process research and development charge (discussed in Note 2) and $75 
million in restructuring actions (Note 4), which increased 2006 R&D as a percent of sales by 0.7 percentage points. In dollars, R&D spending decreased 
$154 million when comparing 2007 to 2006, with the change in restructuring and other items yeai—on-year decreasing R&D by $174 million, 2006 
pharmaceutical SG&A spending decreasing $120 million and other R&D spending increasing $140 million, or approximately 11% in dollars, reflecting 
3M's continuing commitment to fiind future growth for the Company. 

R&D increased as a percent of sales by 0.6 of a percentage point, or $248 million, when comparing 2006 to 2005. The 2006 spending included a $95 
million in-process research and development charge (discussed in Note 2) and $75 million in restructuring actions (Note 4). Other spending increased 
approximately $78 million, representing an increase of approximately 6% compared with 2005. 

Gain on Sale of Businesses: 

In January 2007, 3M completed the sale of its global branded pharmaceuticals business in Europe to Meda AB. 3M received proceeds of $817 million for 
this transaction and recognized, net of assets sold, a pre-tax gain of $781 million in 2007 (recorded in the Health Care segment). In June 2007,3M 
completed the sale of its Opticom Priority Control Systems and Canoga Traffic Detection businesses to TorQuest Partners Inc., a Toronto-based investment 
fiim. 3M received proceeds of $80 million for this transaction and recognized, net of assets sold, transaction and other costs, a pre-tax gain of $68 million 
(recorded in the Display and Graphics segment) in 2007. 

In December 2006,3M completed the sale of its global branded pharmaceuticals businesses in the United States, Canada, and Latin America region and the 
Asia Pacific region, including Australia and South Africa. 3M received proceeds of $1,209 billion for these transactions and recognized a pre-tax gain on 
sale of $1,074 billion in 2006 (recorded in the Health Care segment). For more detail, refer to Note 2. 

Operating Income: 

3M uses operating income as one of its primary business segment performance measurement tools. Operating income margins over the past several years 
have been in excess of 22%, helped by solid sales growth and an ongoing strong commitment to maintaining operational discipline throughout 3M's global 
operations. Operating income margins of 25.3% in 2007 were positively impacted by 2.8 percentage points ($681 million) from the gain on sale of 
businesses and real estate, net of environmental liabilities, restructuring and other exit activities. Operating income margins of 24.8% for 2006 were 
positively impacted by 2.2 percentage points ($523 million) from the gain on sale of portions of the pharmaceuticals business, net of restructuring and other 
actions. Adjusting for the preceding items, operating income margins in 2007 were similar to 2006. 

Interest Expense and Income: 

tMillinnst 2002 211116 26115 
Interest expense $ 210 $ 122 $ 82 
Interest income f 1321 (511 (561 

Total | 22 2 21 I 26 

Interest Expense: Interest expense increased year-on-year in both 2007 and 2006, primarily due to higher average debt balances and higher interest rates. 

Interest Income: Interest income increased in 2007 due to higher average cash, cash equivalent and marketable securities balances and higher interest rates. 
Interest income was lower in 2006, with lower average cash, cash equivalent and marketable securities balances partially offset by higher interest rates. 
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Provision for Income Taxes: 

IVmxnt nf nr^-tai Income^ 2MZ MM 2005 
Effective tax rate 32.1% 30.6% 33.7% 

The effective tax rate for 2007 was 32.1%, compared with 30.6% in 2006. The Company's 2007 tax rate benefited from reduced international tax rates and 
an increased benefit for the domestic manufacturer's deduction, but was penalized by the elimination of the foreign export sales benefit The Company's 
2006 tax rate included benefits from adjustments to its reserves for tax contingencies following the settlement of income tax audits. Refer to Note 8 for 
additional information. 

The tax rate for 2006 was 30.6%, compared with 33.7% in 2005. As discussed above, the Company's 2006 tax rate included benefits from adjustments to its 
reserves for tax contingencies. In 2005, the Company repatriated approximately $1.7 billion of foreign earnings under the American Jobs Creation Act of 
2004 (Jobs Act). The Jobs Act provided 3M the opportunity to tax-effectively repatriate foreign earnings for U.S. qualifying investments specified by 3M's 
domestic reinvestment plan. As a consequence, in the second quarter of 2005, 3M recorded a tax expense of $75 million, net of available foreign tax credits, 
which negatively impacted the 2005 effective worldwide tax rate by 1.6%. No similar repatriation occurred in 2006 since this Jobs Act provision only 
applied to 2005. 

Minority Interest: 

(Millions! —211112— 2JUI6 211115 
Minority interest S 55 $ 51_ $ 55 

Minority interest expense eliminates the income or loss attributable to non-3M ownership interests in 3M consolidated entities. 3M's most significant 
consolidated entity with non-3M ownership interests is Sumitomo 3M Limited in Japan (3M owns 75% of Sumitomo 3M Limited). 

Cumulative Effect of Accounting Change: 

As of December 31,2005, the Company adopted FASB Interpretation No. 47, "Accounting for Conditional Asset Retirement Obligations" (FIN 47). This 
accounting standard applies to the fair value of a liability for an asset retirement obligation associated with the retirement of tangible long-lived assets and 
where the liability can be reasonably estimated. Conditional asset retirement obligations exist for certain of the Company's long-term assets. The fair value 
of these obligations is recorded as liabilities on a discounted basis. Over time the liabilities are accreted for the change in die present value and the initial 
capitalized costs are depreciated over the usefitl lives of the related assets. The adoption of FIN 47 resulted in the recognition of an asset retirement 
obligation liability of $59 million at December 31,2005 and an aftertax charge of $35 million for 2005, which was reflected as a cumulative change in 
accounting principle in the Consolidated Statement of Income. At December 31,2007, the asset retirement obligation liability was $59 million. 

Currency Effects: 

3M estimates that year-on-year currency effects, including hedging impacts, increased net income by approximately $150 million in 2007, $20 million in 
2006 and $ 115 million in 2005. This estimate includes the effect of translating profits from local currencies into U.S. dollars; the impact of currency 
fluctuations on the transfer of goods between 3M operations in the United States and abroad; and transaction gains and losses, including derivative 
instruments designed to reduce foreign currency exchange rate risks. 3M estimates that yeai-on-year derivative and other transaction gains and losses 
increased net income by approximately $10 million in 2007, had an immaterial impact on net income in 2006, and increased net income by approximately 
$50 million in 2005. 

PERFORMANCE BY BUSINESS SEGMENT 

Disclosures relating to 3M's business segments are provided in Item 1, Business Segments. Financial information and other disclosures are provided in the 
Notes to the Consolidated Financial Statements. As discussed in Note 16 to the Consolidated Financial Statements, effective in the first quarter of 2007, 3M 
made certain product moves between its business segments in its continuing effort to drive growth by aligning businesses around markets and customers. 
Segment information presented herein reflects the impact of these changes for all periods presented. The reportable segments are the Health Care segment, 
Industrial and Transportation segment, Display and Graphics segment, Consumer and Office segment, Safety, Security and Protection Services segment, 
and Electro and Communications segment. Information related to 3M's business segments is presented in the tables that follow. Local-currency sales 
(which include both core and acquisition volume impacts, plus price impacts) are provided for each segment. The divestiture impact, translation impact and 
total sales change are also provided for each segment. 
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As discussed in Note 1, effective January 1,2006,3M adopted Statement of Financial Accounting Standards No. 123 (revised 2004), "Share-Based 
Payment" (SFAS No. 123R), which required 3M to expense stock-based compensation. The Company adopted SFAS No. 123R using the modified 
retrospective method. Effective January 1, 2006, all prior periods were revised to give effect to the fair-value-based method of accounting for awards 
granted in fiscal years beginning on or after January 1,1993. For additional discussion, refer to Note IS. Stock-based compensation expense for the years 
ended December 31,2007, 2006 and 2003 is summarized by business segment in the table that follows. 

Stock-based compensation expense 

(Millions) 
Industrial and Transportation 
Health Care 
Display and Graphics 
Consumer and Office 
Safety, Security and Protection Services 
Electro and Communications 
Corporate and Unallocated 
Total Company 

MOT 

Years ended 
IWpmher tl 

2000 im 
$ 58 $ 50 $ 46 

40 42 35 
33 27 19 
24 24 21 
23 21 16 
21 21 18 
29 15 — 

S 228 $ 200 $ 155 

As discussed in the preceding overview section, the combination of the 2007 gain on sale of businesses and real estate, net of environmental liability 
charges, restructuring and other exit activities benefited 2007 operating income by $681 million, or 2.8% of net sales. The 2006 gain on sale of businesses, 
net of restructuring and other items benefited 2006 operating income by $523 million, or 2.2% of net sales. The following tables summarize these items by 
business segment. In 2006, items included in the "Other" category of the table are acquired in-process research and development expenses ($95 million), 
settlement costs of a previously disclosed antitrust class action ($40 million), and environmental obligations related to (he pharmaceuticals business ($13 
million). 

(Milltona) 
Industrial and Transportation 
Health Care: 

Gain on sale of pharmaceuticals business 
Restructuring actions and other 

Display and Graphics 
Consumer and Office 
Safety, Security and Protection Services 
Electro and Communications 
Corporate and Unallocated 
Total operating income penalty (benefit) 

Gain on 
sale of 

bUSlllMKS 

2(1X7 Gain on Sale. Rentriictnring and Other Summary 

— $ 

(781) 

(68) 

Environ
mental 

liabilities 

Restructuring 
and other exit 

activities 

(849) $_ 
134 
134 $_ 

Gain on 
sale of 

real estate Total 
9 $ 

(10) 
17 

29 
41 

86 
(52) 
(52) $_ 

(781) 
(10) 
(51) 

29 
41 
82 

J681) 
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(Millions! 
Industrial and Transportation 
Health Care: 

Cain on sale of pharmaceuticals business 
Restructuring actions and other 

Display and Graphics 
Consumer and Office 
Safety, Security and Protection Services 
Electro and Communications 
Corporate and Unallocated 
Total operating income penalty (benefit) 

Gain on sale 
of pharma

ceuticals 
business 

(1,074) 

Pharma
ceuticals 

restructuring 
actions 

166 

2006 Gain on Sale. Restructuring and Other Summary 
Over
head 

reduction 
a***""' 

L (1,074) $_ 166 $_ 

Industrial and Transportation Business (29.7% of consolidated sales): 

Busi
ness 

specific 
notion. 

112 

112 $_ 

15 $ 

15 
39 

10 
46 

Total 
restruc
turing 
actions 

125 $_ 

15 $ 

293 
39 

10 
46 

Other Total 

108 

40 

15 

(1J074) 
401 
39 

10 
46 
40 

403 $ 148 $ (523) 

Sales change analysis: 
Local currency (volume and price) 
Translation 

S income 
Percent change 
Percent of sales 

S 7,274 $ 

5.8% 
3.8 

6,640 S 

9.0% 
0.8 

6,047 

6.4% 
1.2 

9.6% 9.8% 7.6% 

$ 1,501 $ 1 342 $ 1,210 
11.8% 11.0% 16.7% 
20.6% 20 2% 20.0% 

The Industrial and Transportation segment serves a broad range of markets, such as appliance, paper and packaging, food and beverage, and automotive. 
Industrial and Transportation products include tapes, a wide variety of coated and non-woven abrasives, adhesives, specialty materials, filtration products, 
closures for disposable diapers, and components and products that are used in the manufacture, repair and maintenance of automotive, marine, aircraft and 
specialty vehicles. The August 2005 acquisition of CUNO added a comprehensive line of filtration products for the separation, clarification and purification 
of fluids and gases. 

In 2007, local-currency sales increased 5.8%, including 1.8% growth from acquisitions. During the fourth quarter of2007, this segment added four 
complementary gap-filling acquisitions, bringing total completed acquisitions for the year to seven. In combination with focused investments in research 
and development, these acquisitions will help strengthen the core tapes, adhesives and abrasives platforms for many years to come. Sales growth was 
broad-based, led by industrial adhesives and tapes, automotive aftennarket, abrasives and automotive OEM businesses. All geographic areas contributed 
positively to growth. Significant manufacturing investments were made in emerging economies such as India, China and Poland to simplify the supply chain 
and get closer to local customers. Good operational discipline helped deliver operating income growth of 11.8%, with operating income margins of 20.6%. 
Operating income included $9 million in restructuring and other exit activity expenses, primarily comprised of severance and related benefits. 

In 2006, local-currency sales grew 9.0%, including 4.6% growth from acquisitions, primarily related to the August 2005 acquisition of CUNO. Since 
CUNO was acquired in early August 2005 and is thus considered part of organic growth effective in August 2006, the acquisition benefit reflected in 2006 
only reflects the months from January 2006 through July 2006. The industrial adhesives and tapes business, along with the automotive aftermarket business, 
which sells products to body shops for vehicle repairs, led organic sates growth in 2006. 3M also posted good sales growth in its abrasives business and its 
energy and advanced materials business. Growth in the automotive OEM business was impacted by softness in the U.S. domestic automotive industry. 
Geographically, local-cutTency sales growth in dollars was strongest in the Asia Pacific and Europe areas. Operating income increased 11.0% to $1.342 
billion in 2006. 
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Operating income included $15 million in restructuring expenses, primarily comprised of asset impairments and severance and related benefits, which 
negatively impacted operating income growth by 1.2%. 

In March 2005,3M's automotive business completed the purchase of 19% of TI&M Beteiligungsgesellschaft mbH (TI&M) for approximately $55 million. 
TI&M is the parent company of I&T Innovation Technology Entwicklungs- und Holding Aktiengesellschaft (I&T), an Austrian maker of flat flexible cable 
and circuitry. Pursuant to a Shareholders Agreement, 3M marketed the firm's flat flexible wiring systems for automotive interior applications to the global 
automotive market. I&T filed a petition for bankruptcy protection in August 2006. As part of its agreement to purchase the shares of TI&M, the Company 
was granted a put option, which gave the Company the right to sell back its entire ownership interest in TI&M to the other investors from whom 3M 
acquired its 19% interest. The put option became exercisable January 1,2007. The Company exercised the put option and recovered approximately $25 
million of its investment from one of the investors based in Belgium in February 2007. The other two TI&M investors have filed a bankruptcy petition in 
Austria. The Company is pursuing recovery of die balance of its investment both through the Austrian bankruptcy proceedings and pursuant to the terms of 
the Share Purchase Agreement. The Company believes collection of its remaining investment is probable and, as a result, no impairment reserve has been 
recorded. 

Health Care Business (16.2% of consolidated sales): 

2007 2000 2005 
Sales (millions) 

Sales change analysis: 
Local currency (volume and price) 
Divestitures 
Translation 

$ 3,968 $ 

18.3% 
(23.7) 

43 

4,011 $ 

6.0% 

0.7 

3,760 

43% 

03 
Total sales change (1.1)% 6.7% 4.6% 

Operating income (millions) 
Percent change 
Percent of sales 

$ 1,882 $ 
23% 

47.4% 

1,845 $ 
65.6% 
46.0% 

1,114 
14.6% 
29.6% 

The Health Care segment serves markets that include medical, clinics and hospitals, pharmaceuticals, dental and orthodontic practitioners, and health 
information systems. Products and services provided to these and other markets include medical and surgical supplies, skin health and infection prevention 
products, drug delivery systems, dental and orthodontic products, health information systems and microbiology solutions. As discussed in Note 2, the global 
branded pharmaceuticals business was sold in December 2006 and January 2007. 

In 2007, Health Care sales were $3,968 billion. Local-currency growth was 18.3% (excluding divestitures), including 4.4 percentage points of growth from 
acquisitions and 4.5 percentage points of growth from supply agreements related to the sale of the global branded pharmaceuticals business. The sale of the 
pharmaceuticals business reduced Health Care sales growth by 23.7%. 3M provides disaggregated information on sales growth for Health Care's remaining 
businesses (without pharmaceuticals) further below. 

The combination of the following items positively impacted total year 2007 Health Care operating income by $791 million. As discussed in Note 2, in 
January 2007 the Company sold its branded pharmaceuticals business in the Europe region. The operating income gain related to this sale, which is included 
in Health Care, totaled $781 million. In addition, as discussed in Note 4, a net operating income gain of $10 million was recorded in 2007, which primarily 
related to adjustments to restructuring costs incurred in the fourth quarter of 2006. 

In 2006, Health Care sales were $4.011 billion. Organic local-currency growth was 5.3%, with acquisitions adding an additional 0.7% of growth. 
Local-currency growth was led by the medical supplies and dental businesses. 3M's pharmaceutical business was approximately 19% of Health Care sales 
in 2006. Pharmaceutical local-currency sales declined 3.5% in 2006, while the remaining businesses' 2006 local-currency sales growth increased 8.5%. 
Geographically, Health Care's local-currency sales growth was strongest in the United States, Europe and Asia Pacific areas. Operating income for 2006 
was up 65.6%, impacted by the gain on sale of 3M's branded pharmaceuticals business, restructuring impacts and other items as discussed in the following 
paragraph, which positively impacted operating income growth by 60.4%. 

The combination of the following items positively impacted total year 2006 Health Care operating income by $673 million, primarily in the fourth quarter 
of 2006. As discussed in Note 2, in early December 2006, the Company sold its branded pharmaceuticals business in the Asia Pacific region, including 
Australia and South Africa. The Company also sold its branded pharmaceuticals business in the United States, Canada and Latin America in late 
December 2006. The 
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operating income gain related to this sale, which is included in Health Care, totaled $1,074 billion. In addition, as discussed in Note 4, the Health Care 
segment for the year 2006 included $293 million in restructuring costs, primarily employee-related severance and benefit costs. Of the $293 million, $166 
million was related to the pharmaceuticals business and $15 million related to Health Care severance and other costs. In addition, $112 million of severance 
and benefit costs were recorded in the fourth quarter of 2006 related to worldwide staff overhead reduction actions taken to streamline the Company's cost 
structure in response to the sale of 3M's branded pharmaceuticals business. Health Care also included $95 million of expensed in-process research and 
development costs related to the Brontes acquisition and $13 million in environmental reserves related to the pharmaceuticals business. 

3M believes the following disaggregated information for 3M Health Care's remaining businesses (without pharmaceuticals) and for pharmaceuticals on a 
stand-alone basis provides usefiil information. 

Health Care Business without Pharmaceuticals; 

MPS 
Sales (millions) 

Sales change analysis: 
Local currency (volume and price) 
Translation 
Total sales change 

Operating income (millions) 
Percent change 
Percent of sales 

$ 3,968 $ 3,237 $ 2,963 

183% 8.5% 53% 
43 0.7 0.4 

22.6% 9.2% 5.7% 

$ 1,086 $ 806 $ 888 
34.6% (9.1)% 14.0% 
27.4% 24.9% 30,0% 

The following discussion provides information on 3M Health Care's remaining businesses (without pharmaceuticals). 

In 2007, sales growth was broad-based across all platforms, led by infection prevention solutions and skin and wound care therapy products in medical, 
HFA-based components (non-CFC) for drug inhalers in drug delivery, and healthcare funding and performance management solutions for the hospital 
market in health information systems. Geographically, Health Care (without pharmaceuticals) achieved strong growth rates in all major regions, led by 
Europe, the United States, and the combined Latin America and Canada area. Local-currency sales increased 18.3%, with acquisitions contributing 4.4 
percentage points of this growth. Much of the acquisition growth came from two deals that closed in late 2006 — Biotrace International, PLC, a U.K.-based 
provider of microbiology products, and SoftMed, a Maryland-based provider of health information software solutions. Health Care also closed five 
complementary acquisitions in 2007 to strengthen the portfolio and accelerate growth into the future in the medical, oral care and health information 
systems businesses. Sales growth also included 4.5 percentage points of growth due to supply agreements related to the sale of the global branded 
pharmaceuticals business. Operating income increased 34.6%, with an operating income margin of 27.4%. Operating income for 2007 included $5 million 
in restructuring expenses, primarily severance and related benefits. 

In 2006, sales were $3,237 billion. Organic local-currency growth was 7.4%, with acquisitions adding an additional 1.1% of growth. Local-currency 
growth was led by the medical supplies and dental businesses. Geographically, local-currency sales growth was strongest in the United States, Europe and 
Asia Pacific areas. Operating income for 2006 included $95 million of expensed in-process research and development costs related to the Brontes 
acquisition and also included business-specific restructuring actions that totaled $15 million, primarily comprised of severance and related benefits plus 
asset impairments. Including this combined operating income penalty of $110 million, or 12.4 percentage point negative impact on operating income 
growth, 2006 operating income decreased 9.1%. 
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Pharmaceuticals Business: 

_M1Z_ 2006 2005 
Sales (millions) 

Sales change analysis: 
Local currency (volume and price) 
Translation 
Total sales change 

Operating income (millions) 
Percent change 
Percent of sales 

— $ 774 $ 797 

N/A (3.5)% 0.3% 
N/A 0.6 0.3 
N/A (2.9)% 0.6% 

796 $ 1,039 S 226 
N/A N/A 16.6% 
m N/A 28.4% 

The combination of the following items positively impacted total year 2007 pharmaceuticals operating income by $796 million. As discussed in Note 2, in 
January 2007 the Company sold its branded pharmaceuticals business in the Europe region. The operating income gain related to this sale totaled $781 
million. In addition, as discussed in Note 4, a net operating income gain of $15 million was recorded in 2007, which primarily related to adjustments to 
restructuring costs incurred in the fourth quarter of 2006. Drug Delivery Systems Division (part of Health Care without Pharmaceuticals) is a source of 
supply to die acquiring companies and records sales and operating income related to the pharmaceuticals supply agreements. 

In total, the combination of the following items positively impacted total year 2006 pharmaceuticals operating income by $783 million, primarily in the 
fourth quarter of 2006. As discussed in Note 2, in early December 2006, the Company sold its branded pharmaceuticals business in the Asia Pacific region, 
including Australia and South Africa. The Company also sold its branded pharmaceuticals business in the United States, Canada and Latin America in late 
December 2006. The operating income gain related to these transactions totaled $ 1.074 billion. As discussed in Note 4, $112 million of severance and 
benefit costs were recorded in the fourth quarter of 2006 related to worldwide staff overhead reduction actions taken to streamline the Company's cost 
structure in response to the sale of 3M's branded pharmaceuticals business. As also discussed in Note 4, the pharmaceuticals business for total year 2006 
included $97 million in employee-related severance and benefits and $69 million of asset impairments and other expenses. In addition, an environmental 
reserve of $13 million was recognized related to the pharmaceuticals business. 

Display and Graphics Business (15.9% of consolidated sales): 

Sales (millions) 
Sales change analysis: 
Local currency (volume and price) 
Divestitures 
Translation 
Total sales change 

Operating income (millions) 
Percent change 
Percent of sales 

$ 3,892 $ 3,770 $ 3,547 

1.8% 6.0% 4.6% 
(0.4) — — 

1.8 0.3 0.2 
3.2% 6.3% 4.8% 

$ 1,174 $ 1,044 $ 1,148 
12.4% (9.0)% 2.9% 
30.2% 27.7% 32.4% 

The Display and Graphics segment serves markets that include electronic display, touch screen, traffic safety and commercial graphics. This segment 
includes optical film and lens solutions for electronic displays; touch screens and touch monitors; computer screen filters; reflective sheeting for 
transportation safety; and commercial graphics systems. The optical film business provides films that serve numerous market segments of the electronic 
display industry. 3M provides distinct products for five market segments, including products for: 1) LCD computer monitors 2) LCD televisions 3) 
handheld devices such as cellular phones 4) notebook PCs and 5) automotive displays. The optical business includes a number of different products that are 
protected by various patents and groups of patents. The remaining lifetimes of such patents, as well as patents protecting future products, range from less 
than a few years to more than 10 years. These patents provide varying measures of exclusivity to 3M for a number of such products. 3M's proprietary 
manufacturing technology and know-how also provide a competitive advantage to 3M with respect to some of these products. 
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In 2007, Display and Graphics local-currency sales increased 1.8%, excluding the impact of the Opticom/Canoga business sale. The Company recorded 
positive sales growth in all major businesses — commercial graphics, traffic safety systems and optical systems. Throughout the year, commercial graphics 
saw strong performance in the vehicle wrapping market where 3M provides films, inks and other products for this "rolling billboard" industry. The traffic 
safety systems business also experienced growth for the year, with faster growth internationally as the 3M reflective solutions for highway construction 
projects are a perfect match in developing economies that are adding infrastructure. In June 2007, 3M completed the sale of its Opticom Priority Control 
Systems and Canoga Traffic Detection businesses. 3M received proceeds of $80 million from this transaction and recognized an operating income gain of 
$68 million in the Display and Graphics segment in the second quarter of 2007. In addition, Display and Graphics recorded restructuring and other exit 
activity expenses of $17 million in 2007. Operating income in 2007 was $1,174 billion, including this aggregate net operating income benefit of $51 
million, which contributed 1.3 percentage points of the 30.2% operating income margin. Operating income in 2006 (as discussed below) included $39 
million in restructuring expenses. These year-on-year impacts contributed 8.7 percentage points of the reported 12.4% operating income growth. 

Optical systems continues to focus on market segmentation, with strong penetration in handhelds, computer displays and LCD televisions. 3M continues to 
experience attachment rate pressure in LCD desktop monitors and LCD TV segments, although in the fourth quarter of2007 3M saw a mix-shift back to 
1080p LCD TV's from 720p, which impacts 3M business as 3M films are used more heavily in the 1080p sets. 3M believes over the long term that 1080p 
LCD TV's will gain an increasing share of the overall LCD TV market. While 3M remains optimistic about the longer-term prospects for the optical film 
business, continuing price and attachment rate pressure is expected in 2008. Due to this pressure, 3M expects Display and Graphics operating income 
margins in 2008 to decline a few percentage points when compared to 2007 (excluding the net operating income benefit of 1.3 percentage points in 2007 
discussed in the preceding paragraph). 3M's continued investment in this business has led to a solid stream of new products. 3M's brightness enhancement 
films provide an environmental solution through reduced energy consumption — an increasingly important requirement from both retail customers and 
government units. 3M has made significant sustainable factory improvements by relentlessly reducing costs and by adding needed capacity to secure future 
growth. 

In 2006, the Display and Graphics business posted local-currency sales growth of 6.0%. Optical film sales volumes increased at double-digit rates in 2006. 
3M saw an acceleration in the LCD industry due to strong consumer demand for LCD TV's, which drove record sales of 3M's proprietary optical films, 
despite ongoing downward pricing pressure in these consumer electronic applications. Commercial Graphics, a supplier of large-format graphics solutions 
that cut across a range of industries, delivered strong double-digit local-currency growth in 2006. Traffic Safety Systems also posted solid local-currency 
growth. Operating income declined by 9.0%. Operating income included $39 million in restructuring expenses, primarily comprised of asset impairments 
and severance and related benefits, which negatively impacted operating income growth by 3.4%. These asset impairments relate to decisions the Company 
made in the fourth quarter of 2006 to exit certain marginal product lines in the Touch Systems and Optical Systems businesses. In optical film, selling price 
declines, the sales mix shift towards larger LCD displays, and operational challenges related to the Company's new optical film manufacturing production 
line penalized operating income in 2006. 

Consumer and Office Business (13.9% of consolidated sales): 

Sales (millions) 
Sales change analysis: 
Local currency (volume and pries) 
Translation 

JML. 2006 2005 

Operating income (millions) 
Percent change 
Percent of sales 

3*403 $ 3,164 $ 2,926 

5.0% 7.4% 6.1% 
2.6 0.7 1.0 
7*6% 8.1% 7.1% 

688 $ 629 1 609 
9.3% 3.4% 9.4% 

20.2% 19.9% 20.8% 

The Consumer and Office segment serves markets that include consumer retail, office retail, home improvement, building maintenance and other markets. 
Products in this segment include office supply products, stationery products, construction and home improvement products, home care products, protective 
material products and consumer health care products. 

In 2007, Consumer and Office experienced broad-based local-currency sales growth of 5.0%, led by the construction and home improvement and home 
cleaning businesses. In construction and home improvement, products such as Scotch™ Blue Painter's Tape, Filtrete™ home furnace filters and 
Command™ mounting and fastening products, helped drive results. Geographically, international growth is gaining traction, while a slowdown in the 
United States was driven by soft 
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overall U.S. retail sales and a soft residential housing environment. Approximately 60% of global sales for this segment are in the United States. Operating 
income increased 9.3% and now exceeds 20% of sales. 

In 2006, Consumer and Office local-currency sales growth of 7.4% was broad-based across the portfolio, led by the construction and home improvement 
division, which serves the do-it-yourself retail channel. 3M also posted very good sales growth in the mass retail channel and continued to penetrate large 
key accounts, primarily in the United States, with an array of unique, highly functional products featuring customer-inspired designs. Operating income was 
$629 million, up 3.4% year on year. 3M experienced slower sales growth in the construction and home improvement market in the fourth quarter of2006, 
impacted by a housing slowdown in the United States. 

Safety, Security and Protection Services Business (12.6% of consolidated sales): 

Sales (millions) 
Sales change analysis: 
Local currency (volume and price) 
Translation 
Total sales change 

Operating income (millions) 
Percent change 
Percent of sales 

2007 2006 2006 
$ 3,070 $ 2,663 $ 2,320 

1<L8% 13.7% 6.8% 
4.5 1.1 1.0 

15.3% 14.8% 7.8% 

$ 611 $ 549 $ 513 
11.3% 7.1% 14.3% 
19.9% 20.6% 22.1% 

The Safety, Security and Protection Services segment serves a broad range of markets that increase the safety, security and productivity of workers, 
facilities and systems. Major product offerings include personal protection products, safety and security products, energy control products, cleaning and 
protection products for commercial establishments, roofing granules for asphalt shingles, and supply chain execution software solutions. In August 2006, 
3M completed the acquisition of Security Printing and Systems Limited, a producer of finished, personalized passports and secure cards, which expands the 
3M product line related to border and civil security solutions. 3M's new emerging business opportunity in its Track and Trace initiative within 3M's Safety, 
Security and Protection Services segment resulted in the merging of a number of formerly separate efforts into one concerted effort for future growth. Track 
and Trace has a growing array of applications — from tracking packages to managing medical and legal records. 

In 2007, local-currency sales in the Safety, Security and Protection Services segment were up 10.8%. Acquisitions contributed 7.4 percentage points of this 
growth, including a carry-over benefit from the August 2006 acquisition of Security Printing and Systems Limited. In addition, during 2007 3M closed two 
small, but strategic, gap-filling acquisitions. These included E. Wood, a U.K.-based provider of corrosion protection products and Rochford Thompson, a 
manufacturer of optical character recognition passport readers used by airlines and immigration authorities. Sales growth was led by the respiratory 
protection business, followed by the security systems, corrosion protection and building and commercial services businesses. 2007 sales growth was held 
back by market softness in the U.S. residential construction market, which negatively impacted the roofing granules business. The decline in the roofing 
granules business reduced Safety, Security and Protection Services 2007 sales growth by approximately 1.5%. Geographically, sales growth was led by 
Europe and the combined Latin America and Canada area. This segment recorded a restructuring charge of $29 million in the second quarter of2007 related 
to the phase-out of operations at its New Jersey roofing granule facility. This included fixed asset impairments and employee-related restructuring 
liabilities. Including this charge, operating income margins were approximately 20% for total year 2007. 

In 2006, local-currency sales in the Safety, Security and Protection Services business were up 13.7%. Growth in the business was driven by strong global 
demand for personal safety products, especially respiratory protection. Acquisitions contributed 4.1% of growth, primarily due to the Security Printing and 
Systems Limited acquisition in August 2006. 3M continued to invest in additional respirator capacity, such as a new respirator manufacturing facility in 
Korea, which will serve the Asia Pacific region. 3M also posted outstanding growth in corrosion protection, a smaller but growing business, which supplies 
coatings for all types of commercial and industrial applications in a variety of industries. 3M's roofing granules business experienced a challenging fourth 
quarter, with a sales decline of nearly 50%, resulting in sales in this business declining nearly 10% when comparing total year 2006 with 2005. 
Geographically, local-currency growth was positive across all regions of the world, led by Europe and the United States. Operating income increased 7.1 % 
to $549 million in 2006. Operating income includes $10 million in restructuring expenses, primarily severance and related benefits, which negatively 
impacted operating income growth by 1.9%. 
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Electro and Communications Business (11.3% of consolidated sales): 

20QZ Mi 2£Q£_ 
Sales (millions) 

Sales change analysis: 
Local currency (volume and price) 
Translation 
Total sales change 

Operating income (millions) 
Percent change 
Percent of sates 

$ 2,775 $ 2,631 $ 2,509 

2.3% 4.0% 1.5% 
3.2 0.8 0.7 
5.5% 4.8% 12% 

$ 481 $ 411 $ 422 
17.0% (2.6)% 40.7% 
17.3% 15.6% 16.8% 

The Electro and Communications segment serves the electrical, electronics and communications industries, including electrical utilities; electrical 
construction, maintenance and repair; OEM electrical and electronics; computers and peripherals; consumer electronics; telecommunications central office, 
outside plant and enterprise; as well as aerospace, military, automotive and medical markets; with products that enable the efficient transmission of 
electrical power and speed die delivery of information and ideas. Products include electronic and interconnect solutions, micro interconnect systems, 
high-performance fluids, high-temperature and display tapes, telecommunications products, electrical products, and visual systems products. 

In 2007, the Electro and Communications segment local-currency sales increased 2.3%, including 1.5 percentage points from acquisitions. Strong sales 
growth in the communications and electrical markets businesses was partially offset by the flexible circuits business, which supplies components primarily 
to the ink jet printer market. This business continues to penalize segment results as the ink jet market has become commoditized and as a number of 
applications go end-of-life. Softness in this business held back overall Electro and Communications sales and operating income growth by 2.5 percent and 
9.3 percent, respectively. Operating income increased 17% as this segment has driven productivity improvements and taken actions to improve its 
competitiveness. Operating income in 2007 was penalized by a $23 million charge related to consolidating its global flexible circuits manufacturing 
operations and $18 million in restructuring expenses, primarily for asset impairment charges related to the Company's decision to close a facility in 
Wisconsin. Combined, these two items negatively impacted 2007 operating income by $41 million and operating income margins by 1.5 percentage points. 

In 2006, the Electro and Communications business organic local-currency growth of 2.7% was attributable to the electrical and electronics markets. 
Acquisitions contributed 1.3 percentage points to sales growth. 3M generated good top-line growth in its electrical markets division, which sells a number 
of insulating, testing and connecting products and solutions to both power utilities and manufacturing OEMs. 3M saw good growth from its electronics 
markets business, driven by double-digit growth in its semi-conductor and assemblies business. Partially offsetting this was some sales softness in 3M's 
U.S. communications markets business due to higher copper costs and a decline in 3M's visual systems business, which traditionally offered analog 
overhead and electronic projectors and film. Operating income declined by 2.6% to $411 million. Operating income included $46 million in restructuring 
expenses, primarily comprised of asset impairments and severance and related benefits, which negatively impacted operating income growth by 10.9%. 
Operating margins were impacted by rising raw material costs, specifically copper costs, in 3M's electrical and telecommunications markets businesses. 
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PERFORMANCE BY GEOGRAPHIC AREA 
Financial information related to 3M operations in various geographic areas is provided in Note 17. Operating income results by geographic area were 
significantly impacted by the gain on sale businesses and other items as discussed in Note A at the end of the preceding overview section. A summary of 
key information and discussion related to 3M's geographic areas follow: 

Geographic Area 
Net Sales and 
Operating Income 
(Mars iii mllliom) 
United States 
Asia Pacific 

Europe, Middle East and Africa 
Latin America and Canada 
Other Unallocated 
Total Company 

%of 
Total 

Oper. 
Income 

Local 
pu^repcv 

Divesti
tures 

Trails-
Total 
Sales Oper. 

Income 
» 

<*
00

 
©

 0
0 -s
| 1 

36.7% $ 
27.0% 

1,692 
2,136 

5.7% 
4.9% 

(4.2)% 
(1.3)% 2.0% 

1.5% 
5.6% 

(11.3)% 
1.8% 

6,503 
2,365 

6 

26.6% 
9.7% 

1,705 
665 

(5) 

11.7% 
10.6% 

(6.6)% 
(2.8)% 

8.5% 
5.9% 

13.6% 
13.7% 

1— 
00 

V£> 
IN 

m
 

$ 24,462 100% $ 6.193 7.3% (3.8)% 3.2% 6.7% 8.7% 

While 3M manages its businesses globally and believes its business segment results are the most relevant measure of performance, the Company also 
utilizes geographic area data as a secondly performance measure. Export sales are reported within the geographic area where the final sales to 3M 
customers are made. A portion of the products or components sold by 3M's operations to its customers are exported by these customers to different 
geographic areas. As customers move their operations from one geographic area to another, 3M's results will follow. Thus, net sales in a particular 
geographic area are not indicative of end-user consumption in that geographic area. 

U.S. local-currency sales increased 5.7%, with acquisitions contributing 3.1 percentage points. U.S. local-currency sales growth was led by Health Care 
(without Pharmaceuticals) and Industrial and Transportation, which was partially offset by softness in the electronic solutions business and weakness in a 
few businesses that are impacted by the slowdown in the U.S. housing, road construction and mass retail markets, primarily roofing granules, protective 
materials, traffic safety and office supply businesses. Asia Pacific local-currency sales increased 4.9%, with all six business segments contributing to this 
increase. Sales in Japan totaled approximately $2 billion, with local-currency sales up 2% from 2006. European local-currency sales increased 11.7%, with 
good growth across all segments, especially Safety, Security and Protection Services and Health Care (without Pharmaceuticals). In the combined Latin 
America and Canada area, local-currency sales increases of 10.6% were led by Industrial and Transportation; Safety, Security and Protection Services; and 
Health Care (without Pharmaceuticals). Foreign currency translation positively impacted European area sales by 8.5%, the combined Latin America and 
Canada area sales by 5.9%, and the Asia Pacific area by 2%, as the U.S. dollar weakened against these currencies. For 2007, international operations 
represented approximately 63% of 3M's sales. 

Since 3M sold its global branded pharmaceuticals business in December 2006 and January 2007, both sales growth and operating income were negatively 
impacted when comparing 2007 to 2006. Sales in 2006 for pharmaceuticals totaled $332 million in the United States, $315 million in the Europe, Middle 
East and Africa area, $77 million in the Asia Pacific area, and $50 million in the Latin America and Canada area. In 2007, the gain on sale of businesses and 
a gain on sale of real estate, net of restructuring and other items, increased worldwide operating income by $681 million, with the largest impact in the 
Europe, Middle East and Africa area. In 2006, the gain on sale, restructuring and other items increased worldwide operating income by $523 million, with 
the largest impact in the United States. These items are discussed in more detail in the preceding overview section. 
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Geographic Area Supplemental Information 

(Millions, except Employees as of Capital Property, Plant and 
Fmnlnveest Ito-emher tt. SiKIUlllIf EflliiiMICTt— BEt 

t«07 MfKi __iM5 2M2 2006 2M2 21UEZ 2M£ 2005. 

United States 34,138 34,553 33,033 S 841 $ 692 $ 532 $ 3,668 S 3,382 £ 3,291 
Asia Pacific 12,970 12,487 11,574 299 252 228 1,116 959 865 

Europe, Middle East and Africa 17,675 17,416 16,722 203 134 120 1,308 1,162 1,076' 
Latin America and Canada 11.456 10.877 9.898 79 90 63 490 404 361 
Total Company 76.239 75.333 71.227 1.422 $ 1.168 1 943 6,582 5.907 ? 5.593 

Employment; 
Employment increased by approximately 900 people since year-end 2006, with acquisitions adding approximately 2,500 employees, while restructuring 
and the pharmaceuticals divestiture reduced employment. Employment increased by approximately 4,100 people in 2006 compared with 2005, partially due 
to acquisitions, with more than 750 people added by 3M's three largest 2006 acquisitions alone. In addition, 3M has increased employees in faster-growing 
areas of the world, such as Brazil, India, Russia, China and Poland, where on a local-currency basis sales increased more than 15% in both 2007 and 2006. 

Capital Spending/Net Property, Plant and Equipment: 
Hie bulk of 3M capital spending historically has been in the United States, resulting in higher net property, plant and equipment balances in the United 
States. The Company is striving to more closely align its manufacturing and sourcing with geographic market sales, and because approximately 63% of 
sales are outside the United States, this would increase production outside the United States, helping to improve customer service and reduce working 
capital requirements. Capital expenditures were $1.422 billion in 2007 and are expected to total $1.3 billion to $1.4 billion in 2008. 

CRITICAL ACCOUNTING ESTIMATES 
Information regarding significant accounting policies is included in Note 1. As stated in Note 1, the preparation of financial statements requires management 
to make estimates and assumptions that affect the reported amounts of assets, liabilities, revenue and expenses, and related disclosure of contingent assets 
and liabilities. Management bases its estimates on historical experience and on various assumptions that are believed to be reasonable under the 
circumstances, the results of which form die basis for making judgments about the carrying values of assets and liabilities that are not readily apparent from 
other sources. Actual results may differ from these estimates. 

The Company believes its most critical accounting estimates relate to legal proceedings, the Company's pension and postretirement obligations, asset 
impairments and income taxes. Senior management has discussed the development, selection and disclosure of its critical accounting estimates with the 
Audit Committee of 3M's Board of Directors. 

Legal Proceedings: 
The categories of claims for which the Company has estimated its probable liability, the amount of its liability accruals, and the estimates of its related 
insurance receivables are critical accounting estimates related to legal proceedings. Please refer to the section entitled "Accrued Liabilities and Insurance 
Receivables Related to Legal Proceedings" (contained in "Legal Proceedings" in Note 13) for additional information about such estimates. 

Pension and Postretirement Obligations: 
3M has various company-sponsored retirement plans covering substantially all U.S. employees and many employees outside the United States. The 
Company accounts for its defined benefit pension and postretirement health care and life insurance benefit plans in accordance with Statement of Financial 
Accounting Standards (SFAS) No. 87, "Employers' Accounting for Pensions," SFAS No. 106, "Employer's Accounting for Postretirement Benefits Other 
than Pensions," in measuring plan assets and benefit obligations and in determining die amount of net periodic benefit cost, and SFAS No. 158, 
"Employer's Accounting for Defined Benefit Pension and Other Postretirement Benefit Plans an amendment of FASB Statements No. 87,88,106 and 
132(R)," which was issued in September 2006 and effective as of December 31,2006. SFAS No. 158 requires employers to recognize the underfunded or 
overfimded status of a defined benefit postretirement plan as an asset or liability in its statement of financial position and recognize changes in the funded 
status in die year in which the changes occur through accumulated other comprehensive income, which is a component of stockholders' equity. 
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Pension benefits associated with these plans are generally based primarily on each participant's years of service, compensation, and age at retirement or 
termination. Two critical assumptions, the discount rate and the expected return on plan assets, are important elements of expense and liability 
measurement. The assumed health care trend rate is the most significant postretirement health care assumption. See Note 11 for additional discussion of 
actuarial assumptions used in determining pension and postretirement health care liabilities and expenses. 

The Company determines the discount rate used to measure plan liabilities as of the December 31 measurement date for the U.S. pension and postretirement 
benefit plans. The discount rate reflects the current rate at which the associated liabilities could be effectively settled at the end of the year. In estimating this 
rate, the Company looks at rates of return on fixed-income investments of similar duration to the liabilities in the plan that receive high, investment grade 
ratings by recognized ratings agencies. Using this methodology, the Company determined a discount rate of 6.00% to be appropriate as of December 31, 
2007, which is an increase of 0.25 of a percentage point from the rate used as of December 31,2006. 

A significant element in determining the Company's pension expense in accordance with SFAS No. 87 is the expected return on plan assets, which is based 
on historical results for similar allocations among asset classes. For the U.S. pension plan, the Company's assumption for the expected return on plan assets 
was 8.75% for 2007 and will be reduced to 8.50% for 2008. Refer to Note 11 for information on how this rate is determined. 

For the year ended December 31,2007, the Company recognized total consolidated pre-tax pension expense (after settlements, curtailments and special 
termination benefits) of $190 million, down from $347 million in 2006. Pension expense (before settlements, curtailments and special termination benefits) 
is anticipated to decrease to approximately $90 million in 2008. For the pension plans, holding all other factors constant, an increase/decrease in the 
expected long-term rate of return on plan assets of 0.25 of a percentage point would decrease/increase 2008 pension expense by approximately $26 million 
for U.S. pension plans and approximately $11 million for international pension plans. Also, holding all other factors constant, an increase/decrease in the 
discount rate used to measure plan liabilities of 0.25 of a percentage point would decrease/increase 2008 pension expense by approximately $32 million for 
U.S. pension plans and approximately $21 million for international pension plans. See Note 11 for details of the impact of a one percentage point change in 
assumed health care trend rates on the postretirement health care benefit expense and obligation. 

Asset Impairments: 
3M net property, plant and equipment totaled $6.6 billion as of December 31,2007. Management makes estimates and assumptions in preparing the 
consolidated financial statements for which actual results will emerge over long periods of time. This includes the recoverability of long-lived assets 
employed in the business, including assets of acquired businesses. These estimates and assumptions are closely monitored by management and periodically 
adjusted as circumstances warrant. For instance, expected asset lives may be shortened or an impairment recorded based on a change in the expected use of 
the asset or performance of the related business reporting unit. Impairments recorded in 2007 and 2006 related to restructuring actions and other exit 
activities are discussed in Note 4. 

3M goodwill totaled approximately $4.6 billion as of December 31,2007, which, based on impairment testing, is not impaired. Impairment testing for 
goodwill is done at a reporting unit level. Reporting units are one level below the business segment level, but can be combined when reporting units within 
the same segment have similar economic characteristics. The majority of goodwill relates to and is assigned directly to a specific reporting unit. An 
impairment loss generally would be recognized when the carrying amount of the reporting unit's net assets exceeds the estimated fair value of the reporting 
unit The estimated fair value of a reporting unit is determined using earnings for the reporting unit multiplied by a price/earnings ratio for comparable 
industry groups, or by using a discounted cash flow analysis. 

Income Taxes: 
The extent of 3M's operations involves dealing with uncertainties and judgments in the application of complex tax regulations in a multitude of 
jurisdictions. The final taxes paid are dependent upon many factors, including negotiations with taxing authorities in various jurisdictions and resolution of 
disputes arising from federal, state, and international tax audits. The Company recognizes potential liabilities and records tax liabilities for anticipated tax 
audit issues in the U.S. and other tax jurisdictions based on its estimate of whether, and the extent to which, additional taxes will be due. As of January 1, 
2007, the Company follows FIN 48 guidance to record these liabilities (refer to Note 8 for additional information). The Company adjusts these reserves in 
light of changing facts and circumstances; however, due to the complexity of some of these uncertainties, the ultimate resolution may result in a payment 
that is materially different from the Company's cunent estimate of the tax liabilities. If the Company's estimate of tax liabilities proves to be less than the 
ultimate assessment, an additional charge to expense would result. If payment of these amounts ultimately proves to be less than the recorded amounts, the 
reversal of the liabilities would result in tax benefits being recognized in the period when the Company determines the liabilities are no longer necessary. 
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NEW ACCOUNTING PRONOUNCEMENTS 
Information regarding new accounting pronouncements is included in Note 1 to the Consolidated Financial Statements. 

FINANCIAL CONDITION AND LIQUIDITY 
The Company generates significant ongoing cash flow. Increases in long-term debt have been used, in part, to fund share repurchase activities and 
acquisitions. On November 15,2007, 3M (Safety, Security and Protection Services Business) announced that it had entered into a definitive agreement for 
3M's acquisition of 100 percent of the outstanding shares of Aearo Holding Corp.: a global leader in the personal protection industry that manufactures and 
markets personal protection and energy absorbing products : for approximately $1.2 billion. The sale is expected to close towards the end of die first quarter 
of2008. 

At December 31 
tMlllfaml zero 2m 2DSS 

Total Debt S 4,920 $ 3,553 $ 2,381 
Less: Cash, cash equivalents and marketable securities 2.955 2,084 1.072 
Net Debt $ 1.965 $ 1.469 $ 1309 

Cash, cash equivalents and marketable securities at December 31,2007 totaled approximately $3 billion, helped by strong cash flow generation and by the 
timing of debt issuances. At December 31, 2006, cash balances were higher due to the significant pharmaceuticals sales proceeds received in 
December 2006. 3M believes its ongoing cash flows provide ample cash to fund expected investments and capital expenditures. The Company has sufficient 
access to capital markets to meet currently anticipated growth and acquisition investment funding needs. The Company does not utilize derivative 
instruments linked to the Company's stock. However, die Company does have contingently convertible debt that, if conditions for conversion are met, is 
convertible into shares of 3M common stock (refer to Note 10 in this document). 

The Company's financial condition and liquidity are strong. Various assets and liabilities, including cash and short-term debt, can fluctuate significantly 
from month to month depending on short-term liquidity needs. Working capital (defined as current assets minus current liabilities) totaled $4,476 billion at 
December 31,2007, compared with $ 1.623 billion at December 31,2006. Working capital was higher primarily due to increases in cash and cash 
equivalents, short-term marketable securities, receivables and inventories and decreases in short-term debt and accrued income taxes. 

The Company's liquidity remains strong, with cash, cash equivalents and marketable securities at December 31,2007 totaling approximately $3 billion. 
Primary short-term liquidity needs are provided through U.S. commercial paper and euro commercial paper issuances. As of December 31,2007, 
outstanding total commercial paper issued totaled $349 million and averaged $1,249 billion during 2007. The Company believes it unlikely that its access to 
the commercial paper market will be restricted. In June 2007, the Company established a medium-term notes program through which up to $3 billion of 
medium-term notes may be offered, with remaining shelf borrowing capacity of $2.5 billion as of December 31,2007. On April 30,2007, the Company 
replaced its $565-million credit facility with a new $ 1,5-billion five-year credit facility, which has provisions for the Company to request an increase of 
the facility up to $2 billion (at the lenders' discretion), and providing for up to $ 150 million in letters of credit. As of December 31,2007, there are $ 110 
million in letters of credit drawn against the facility. At December 31,2007, available short-term committed lines of credit internationally totaled 
approximately $67 million, of which $13 million was utilized. Debt covenants do not restrict the payment of dividends. The Company has a "well-known 
seasoned issuer" shelf registration statement, effective February 24, 2006, to register an indeterminate amount of debt or equity securities for future sales. 
The Company intends to use the proceeds from future securities sales off this shelf for general corporate purposes. 

At December 31,2007, certain debt agreements ($350 million of dealer remarketable securities and $87 million of ESOP debt) had ratings triggers 
(BBB-/Baa3 or lower) that would require repayment of debt. The Company has an AA credit rating, with a stable outlook, from Standard & Poor's and an 
Aal credit rating, with a negative outlook, from Moody's Investors Service. In addition, under the $1.5-billion five-year credit facility agreement, 3M is 
required to maintain its EBITDA to Interest Ratio as of the end of each fiscal quarter at not less than 3.0 to 1. This is calculated (as defined in the 
agreement) as the ratio of consolidated total EBITDA for the four consecutive quarters then ended to total interest expense on all funded debt for the same 
period. At December 31,2007, this ratio was approximately 35 to 1. 

3M's cash and cash equivalents balance at December 31,2007 totaled $1,896 billion, with an additional $1,059 billion in current and long-term marketable 
securities. 3M's strong balance sheet and liquidity provide the Company with significant flexibility to take advantage of numerous opportunities going 
forward. The Company will continue to invest in its operations to drive growth, including continual review of acquisition opportunities. As previously 
discussed, 3M expects to complete 
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the acquisition of Aearo Holding Corp. for approximately $1.2 billion in 2008. 3M paid dividends of $1,380 billion in 2007, and has a long history of 
dividend increases. In February 2008, the Board of Directors increased the quarterly dividend on 3M common stock by 4.2% to 50 cents per share, 
equivalent to an annual dividend of $2.00 per share. In February 2007,3M's Board of Directors authorized a two-year share repurchase of up to $7.0 billion 
for the period from February 12,2007 to February 28,2009. At December 31,2007, the Company has $4.1 billion remaining under this authorization, 
which the Company does not currently expect to fully utilize by February 28,2009. 

In 2008, the Company expects to contribute an amount in the range of $100 million to $400 million to its U.S. and international pension plans. The 
Company does not have a required minimum pension contribution obligation for its U.S. plans in 2008. Therefore, the amount of the anticipated 
discretionary contribution could vary significantly depending on the U.S.-plans funding status as of the 2008 measurement date and the anticipated tax 
deductibility of the contribution. Future contributions will also depend on market conditions, interest rates and other factors. 3M believes its strong cash 
flow and balance sheet will allow it to fund future pension needs without compromising growth opportunities. 

The Company uses various working capital measures that place emphasis and focus on certain working capital assets and liabilities. These measures are not 
defined under U.S. generally accepted accounting principles and may not be computed the same as similarly titled measures used by other companies. One 
of the primary working capital measures 3M uses is a combined index, which includes accounts receivable, inventory and accounts payable. This combined 
index (defined as quarterly net sales — fourth quarter at year-end — multiplied by four, divided by ending net accounts receivable plus inventory less 
accounts payable) was 5.3 at December 31, 2007, down from 5.4 at December 31, 2006. Receivables increased $260 million, or 8.4%, compared with 
December 31, 2006. Currency translation increased accounts receivable by $ 159 million year-on-year, as the U.S. dollar weakened in aggregate against a 
multitude of currencies. Inventories increased $251 million, or 9.7%, compared with December 31,2006. Currency translation increased inventories by 
$132 million year-on-year. Accounts payable increased $103 million compared with December 31, 2006, with $65 million of this year-on-year increase 
related to currency translation. 

Cash flows from operating, investing and financing activities are provided in the tables that follow. Individual amounts in the Consolidated Statement of 
Cash Flows exclude the effects of acquisitions, divestitures and exchange rate impacts, which are presented separately in the cash flows. Thus, the amounts 
presented in the following operating, investing and financing activities tables reflect changes in balances from period to period adjusted for these effects. 

Cash Flows from Operating Activities: 

Years ended December 31 
tMHHrmst 2(Kl(i MPS 

Net income 
Depreciation and amortization 
Company pension contributions 
Company postretirement contributions 
Company pension expense 
Company postretirement expense 
Stock-based compensation expense 
Gain from sale of businesses 
Income taxes (deferred and accrued income taxes) 
Excess tax benefits from stock-based compensation 
Accounts receivable 
Inventories 
Accounts payable 
Product and other insurance receivables and claims 
Other—net 
Net cash provided by operating activities 

$ 4,096 $ 3,851 $ 3,111 
1,072 1,079 986 
(376) (348) (654) 

(3) (37) (134) 
190 347 331 

65 93 106 
228 200 155 

(849) (1,074) — 

(34) (178) 402 
(74) (60) (54) 
(35) (103) (184) 
(54) (309) (294) 
(4) 68 113 

158 58 122 
252 198 

s 4.275 $ 3.839 $ 4.204 

Cash flows from operating activities can fluctuate significantly from period to period, as pension funding decisions, tax timing differences and other items 
can significantly impact cash flows. In both 2007 and 2006, the Company made discretionary contributions of $200 million to its U.S. qualified pension 
plan, and in 2005 made discretionary contributions totaling $500 million. 
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In 2007, cash flows provided by operating activities increased $436 million, including an increase in net income of $245 million. Since the gain from sale of 
businesses is included in and increases net income, the pre-tax gain from the sale of the businesses must be subtracted, as shown above, to properly reflect 
operating cash flows. The cash proceeds from the sale of the pharmaceuticals business are shown as part of cash from investing activities; however, when 
the related taxes are paid they are required to be shown as part of cash provided by operating activities. Thus, operating cash flows for 2007 were penalized 
due to cash income tax payments of approximately $630 million in 2007 that related to the sale of the global branded pharmaceuticals business. 
Non-pharmaceutical related cash income tax payments were approximately $475 million lower than 2006 due to normal timing differences in tax payments, 
which benefited cash flows. Accounts receivable and inventory increases reduced cash flows in 2007, but decreased cash flow less than in 2006, resulting in 
a yeai—on-year benefit to cash flows of $323 million. The category "Other-net" in the preceding table reflects changes in other asset and liability accounts, 
including the impact of cash payments made in connection with 3M's restructuring actions (Note 4). 

In 2006, cash flows provided by operating activities decreased $365 million. This decrease was due in large part to an increase of approximately $600 
million in tax payments in 2006 compared with 2005. The higher tax payments in 2006 primarily related to the Company's repatriation of $1.7 billion of 
foreign earnings in the United States pursuant to the provisions of the American Jobs Creation Act of 2004. The category "Other-net" in the preceding table 
reflects changes in other asset and liability accounts, including outstanding liabilities at December 31,2006, related to 3M's restructuring actions (Note 4). 

Cash Flows from Investing Activities: 

Years ended December 31 
QtUltau) —21122— —22112— —2225— 
Purchases of property, plant and equipment (PP&E) $ (1,422) $ (1,168) $ (943) 
Proceeds from sale of PP&E and other assets 103 49 41 
Acquisitions, net of cash acquired (539) (888) (1,293) 
Proceeds from sale of businesses 897 1,209 — 

Purchases and proceeds from sate or maturities of marketable securities 
and investments — net (406) (662) (46) 
Net cash used in investing activities $ (1.367) $ (1.460) $ (2.241) 

Investments in property, plant and equipment enable growth in diverse markets, helping to meet product demand and increasing manufacturing efficiency. 
In 2007, numerous plants were opened or expanded internationally. This included two facilities in Korea (respirator manufacturing facility and optical 
plant), an optical plant in Poland, industrial adhesives/tapes facilities in both Brazil and the Philippines, a plant in Russia (corrosion protection, industrial 
adhesive and tapes, and respirators), a plant in China (optical systems, industrial adhesives and tapes, and personal care), an expansion in Canada 
(construction and home improvement business), in addition to investments in India, Mexico and other countries. In addition, 3M expanded manufacturing 
capabilities in the U.S., including investments in industrial adhesives/tapes and optical. 3M also exited several high-cost underutilized manufacturing 
facilities and streamlined several supply chains by relocating equipment from one facility to another. The streamlining work has primarily occurred inside 
the U.S. and is in addition to the streamlining achieved through plant construction. As a result of this increased activity, capital expenditures were $1.422 
billion in 2007, an increase of $254 million when compared to 2006. The Company expects capital expenditures to total approximately $1.3 billion to $1.4 
billion in 2008. Refer to the preceding "Capital Spending/Net Property, Plant and Equipment" section for more detail. 

Refer to Note 2 for information on 2007,2006 and 2005 acquisitions. Note 2 also provides information on the proceeds from the sale of businesses. The 
Company is actively considering additional acquisitions, investments and strategic alliances, and from time to time may also divest certain businesses. 

Purchases of marketable securities and investments and proceeds from sale (or maturities) of marketable securities and investments are primarily 
attributable to asset-backed securities, agency securities, corporate medium-term note securities, auction rate securities and other securities, which are 
classified as available-for-sale. Refer to Note 9 for more details about 3M's diversified marketable securities portfolio, which totaled $1,059 billion as of 
December 31,2007. Purchases of marketable securities, net of sales and maturities, totaled $429 million for 2007 and $637 million for 2006. Purchases of 
investments in 2005 include the purchase of 19% of TI&M Beteiligungsgesellschafi mbH for approximately $55 million, which is reported as "Investments" 
in the Consolidated Balance Sheet and as "Purchases of marketable securities and investments" in the Consolidated Statement of Cash Flows. The recovery 
of approximately $25 million of this investment in 2007 reduced "Investments" and is shown in cash flows within "Proceeds from sale of marketable 
securities and investments." This investment is discussed in more detail under the preceding section 
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entitled Industrial and Transportation Business. Additional purchases of investments include additional survivor benefit insurance and equity investments. 

Cash Flows from Financing Activities: 

Years ended December 31 
(IVUllhmii) 

Change in short-term debt—set 
Repayment of debt (maturities greater than 90 days) 
Proceeds from debt (maturities greater than 90 days) 
Total cash change in debt 
Purchases of treasury stock 
Reissuances of treasury stock 
Dividends paid to stockholders 
Excess tax benefits from stock-based compensation 
Distributions to minority interests and other—net 
Net cash used in financing activities 

$ (1,222) $ 882 $ (258) 
(1,580) (440) (656) 
4.024 693 429 

$ 1,222 $ 1,135 $ (485) 
(2,377) (3,239) (2,351) 

(485) 
(2,377) 

796 523 545 
(130) (1,376) (136) 

74 60 54 
(20) (52) (76) 

$ (2.5471 (2.061) 1 (3.625) 

Total debt at December 31,2007, was $4,920 billion, up from $3,553 billion at year-end 2006. The net change in short-term debt is primarily due to 
commercial paper activity. In 2007, the repayment of debt for maturities greater than 90 days is primarily comprised of commercial paper repayments of 
approximately $1.15 billion and the November 2007 redemption of approximately $322 million in Convertible Notes. In 2007, proceeds from debt included 
long-term debt and commercial paper issuances totaling approximately $4 billion. This was comprised of Eurobond issuances in December 2007 and 
July 2007 totaling approximately $1.5 billion in U.S. dollars, a March 2007 long-term debt issuance of $750 million and a December 2007 fixed rate note 
issuance of $500 million, plus commercial paper issuances (maturities greater than 90 days) of approximately $1.25 billion. Increases in long-term debt 
have been used, in part, to fund share repurchase activities. The Company accelerated purchases of treasury stock when compared to prior years, buying 
back $3.2 billion in shares in 2007. Total debt was 30% of total capital (total capital is defined as debt plus equity), compared with 26% at year-end 2006. 

Debt securities, including 2007 debt issuances, the Company's shelf registration, dealer remarketable securities and Convertible Notes, are all discussed in 
more detail in Note 10. 'Die Company has a "well-known seasoned issuer" shelf registration statement, effective February 24,2006, to register an 
indeterminate amount of debt or equity securities for future sales. On June 15,2007, the Company registered 150,718 shares of the Company's common 
stock under this shelf on behalf of and for the sole benefit of the selling stockholders in connection with the Company's acquisition of assets of Diamond 
Productions, Inc. The Company intends to use the proceeds from future securities sales off this shelf for general corporate purposes. In connection with this 
shelf registration, in June 2007 the Company established a medium-term notes program through which up to $3 billion of medium-term notes may be 
offered. In December 2007, 3M issued a five-year, $500 million, fixed rate note with a coupon rate of 4.65% under this medium-term notes program. This 
program has a remaining capacity of $2.5 billion as of December 31,2007. 

The Company's $350 million of dealer remarketable securities (classified as current portion of long-term debt) were remarketed for one year in 
December 2007. At December 31, 2007, $350 million of dealer remarketable securities (final maturity 2010) and $62 million of floating rate notes (final 
maturity 2044) are classified as current portion of long-term debt as the result of put provisions associated with these debt instruments. The Company has 
Convertible Notes with a book value of $222 million at December 31,2007. The next put option date for these Convertible Notes is November 2012. In 
November 2007, 364,598 outstanding bonds were redeemed resulting in a payout from 3M of approximately $322 million. 

Repurchases of common stock are made to support the Company's stock-based employee compensation plans and for other corporate purposes. In 
February 2007, 3M's Board of Directors authorized a two-year share repurchase of up to $7.0 billion for the period from February 12,2007 to February 28, 
2009. As of December 31,2007, approximately $4.1 billion remained available for repurchase. Refer to the table titled "Issuer Purchases of Equity 
Securities" in Part II, Item 5, for more information. 

Cash dividends paid to stockholders totaled $ 1.380 billion ($ 1.92 per share) in 2007, $ 1.376 billion ($ 1.84 per share) in 2006 and $ 1.286 billion ($ 1.68 per 
share) in 2005. 3M has paid dividends since 1916. In February 2008, the Board of Directors increased the quarterly dividend on 3M common stock by 4.2% 
to 50 cents per share, equivalent to an annual dividend of $2.00 per share. This marked the 50th consecutive year of dividend increases. Other cash flows 
from 
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financing activities primarily include distributions to minority interests, excess tax benefits from stock-based compensation, changes in cash overdraft 
balances, and principal payments for capital leases. 

Off-Balance Sheet Arrangements and Contractual Obligations: 
As of December 31, 2007, the Company has not utilized special purpose entities to facilitate off-balance sheet financing arrangements. 3M's accrued 
product warranty liabilities, recorded on die Consolidated Balance Sheet as part of current and long-term liabilities, are estimated at approximately $21 
million. 3M does not consider this amount to be material. The faiT value of 3M guarantees of loans with third parties and other guarantee arrangements are 
not material. 

In addition to guarantees, 3M, in the normal course of business, periodically enters into agreements that require the Company to indemnify either major 
customers or suppliers for specific risks, such as claims for injury or property damage arising out of the use of 3M products or the negligence of 3M 
personnel, or claims alleging that 3M products infringe third-party patents or other intellectual property. While 3M's maximum exposure under these 
indemnification provisions cannot be estimated, these indemnifications are not expected to have a material impact on the Company's consolidated results of 
operations or financial condition. 

A summary of the Company's significant contractual obligations as of December 31,2007, follows: 

Contractual Obligations 

{Millions) Ifllal— 
Long-term debt, including current portion (Note 10) $ 4,559 
Interest on long-term debt 2,671 
Operating leases (Note 13) 441 
Capital leases (Note 13) 84 
Unconditional purchase obligations and other 787 
Total contractual cash obligations $ 8.542 

Payments due hv year 
After 

M08 MHO 20111 2011 2012 2012. 
$ 540 $ 477 $ 24 $ _ $ 500 $ 3,018 

211 185 170 169 169 1,767 
98 79 58 35 30 141 
7 6 6 6 5 54 

626 120 33 5 2 1 
$ 1.482 867 291 215 $ 706 4.981 

Long-term debt payments due in 2008 include $350 million of dealer remarketable securities (final maturity 2010) and $62 million of floating rate notes 
(final maturity 2044). These securities are classified as the current portion of long-term debt as the result of put provisions associated with these debt 
instruments. 

Unconditional purchase obligations are defined as an agreement to purchase goods or services that is enforceable and legally binding on the Company. 
Included in the unconditional purchase obligations category above are certain obligations related to take or pay contracts, capital commitments, service 
agreements and utilities. These estimates include both unconditional purchase obligations with terms in excess of one year and normal ongoing purchase 
obligations with terms of less than one year. Many of these commitments relate to take or pay contracts, in which 3M guarantees payment to ensure 
availability of products or services that are sold to customers. The Company expects to receive consideration (products or services) for these unconditional 
purchase obligations. Contractual capital commitments are included in the preceding table, but these commitments represent a small part of the Company's 
expected capital spending in 2008 and beyond. The purchase obligation amounts do not represent the entire anticipated purchases in the future, but represent 
only those items for which the Company is contractually obligated. The majority of 3M's products and services are purchased as needed, with no 
unconditional commitment. For this reason, these amounts will not provide a reliable indicator of the Company's expected future cash outflows on a 
stand-alone basis. 

Other obligations, included in the preceding table within the caption entitled "Unconditional purchase obligations and other," include the current portion of 
the liability for uncertain tax positions under FIN 48. The Company is not able to reasonably estimate the timing of the long-term payments or the amount 
by which the liability will increase or decrease over time; therefore, the long-term portion of the liability of $304 million is excluded from the preceding 
table. Refer to Note 8 for further details. 

As discussed in Note 11, the Company does not have a required minimum pension contribution obligation for its U.S. plans in 2008 and Company 
contributions to its U.S. and international pension plans are expected to be largely discretionary in 2008 and future years; therefore, amounts related to these 
plans are not included in the preceding table. 
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FINANCIAL INSTRUMENTS 
The Company enters into contractual derivative arrangements in the ordinary course of business to manage foreign currency exposure, interest rate risks and 
commodity price risks. A financial risk management committee, composed of senior management, provides oversight for risk management and derivative 
activities. This committee determines the Company's financial risk policies and objectives, and provides guidelines for derivative instrument utilization. 
This committee also establishes procedures for control and valuation, risk analysis, counterparty credit approval, and ongoing monitoring and reporting. 

The Company enters into foreign exchange forward contracts, options and swaps to hedge against the effect of exchange rate fluctuations on cash flows 
denominated in foreign currencies and certain intercompany financing transactions. The Company manages interest rate risks using a mix of fixed and 
floating rate debt To help manage borrowing costs, the Company may enter into interest rate swaps. Under these arrangements, the Company agrees to 
exchange, at specified intervals, the difference between fixed and floating interest amounts calculated by reference to an agreed-upon notional principal 
amount. The Company manages commodity price risks through negotiated supply contracts, price protection agreements and forward physical contracts. 

A Monte Carlo simulation technique was used to test the Company's exposure to changes in currency and interest rates and assess the risk of loss or benefit 
in aftertax earnings of financial instruments, derivatives and underlying exposures outstanding at December 31, 2007. The model (third-party bank 
dataset) used a 95% confidence level over a 12-month time horizon. The model used analyzed 17 currencies, interest rates related to three currencies, and 
five commodities, but does not purport to represent what actually will be experienced by the Company. This model does not include certain hedge 
transactions, because the Company believes their inclusion would not materially impact the results. Tire following table summarizes the possible adverse 
and positive impacts to after-tax earnings related to these exposures. 

Adverse impact on Positive impact on 
fMimonst earnings altCr-tHii tamllilffl 

MM" im WO. 
Foreign exchange rates S (54) $ (56) $ 57 $ 61 
Interest rates (13) (15) 15 17 
Commodity rates (3) (6) 2 5 

The global exposures related to purchased components and materials are such that a 1% price change would result in a pre-tax cost or savings of 
approximately $60 million per year. Die global energy exposure is such that a 10% price change would result in a pre-tax cost or savings of approximately 
$38 million per year. Derivative instruments are used to hedge approximately 1% of the purchased components and materials exposure and are used to 
hedge approximately 10% of this energy exposure. 

FORWARD-LOOKING STATEMENTS 
This Annual Report on Form 10-K, including "Management's Discussion and Analysis of Financial Condition and Results of Operations" in Item 7, 
contains forward-looking statements within the meaning of the Private Securities Litigation Reform Act of 1995. The Company may also make 
forward-looking statements in other reports filed with the Securities and Exchange Commission, in materials delivered to stockholders and in press 
releases. In addition, the Company's representatives may from time to time make oral forward-looking statements. 

Forward-looking statements relate to future events and typically address the Company's expected future business and financial performance. Words such 
as "plan," "expect," "aim," "believe," "project," "target," "anticipate," "intend," "estimate," "will," "should," "could" and other words and terms of similar 
meaning, typically identify such forward-looking statements. In particular, these include statements about the Company's strategy for growth, product 
development, market position, future performance or results of current or anticipated products, interest rates, foreign exchange rates, financial results, and 
the outcome of contingencies, such as legal proceedings. The Company assumes no obligation to update or revise any forward-looking statements. 

Forward-looking statements are based on certain assumptions and expectations of future events and trends that are subject to risks and uncertainties. Actual 
future results and trends may differ materially from historical results or those reflected in any such forward-looking statements depending on a variety of 
factors. Discussion of these factors is incorporated by reference from Part I, Item 1 A, "Risk Factors," of this document, and should be considered an integral 
part of Part II, Item 7, "Management's Discussion and Analysis of Financial Condition and Results of Operations." 
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Item 7A. Quantitative and Qualitative Disclosures About Market Risk. 
In the context of Item 7A, market risk refers to the risk of loss arising from adverse changes in financial and derivative instrument market rates and prices, 
such as fluctuations in interest rates and foreign currency exchange rates. The Company discusses risk management in various places throughout this 
document, including discussions in Item 7 concerning Financial Condition and Liquidity, and Financial Instruments, and in the Notes to Consolidated 
Financial Statements (Long-Term Debt and Short-Term Borrowings, Derivatives and Other Financial Instruments, and the Derivatives and Hedging 
Activities accounting policy). All derivative activity is governed by written policies, and a value-at-risk analysis is provided for these derivatives. The 
Company does not have leveraged derivative positions. However, the Company does have contingently convertible debt that, if conditions for conversion 
are met, is convertible into shares of 3M common stock (refer to Note 10 in this document). 
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Management's Responsibility for Financial Reporting 

Management is responsible for the integrity and objectivity of the financial information included in this report. The financial statements have been prepared 
in accordance with accounting principles generally accepted in the United States of America. Where necessary, the financial statements reflect estimates 
based on management's judgment. 

Management has established and maintains a system of internal accounting and other controls for the Company and its subsidiaries. This system and its 
established accounting procedures and related controls are designed to provide reasonable assurance that assets are safeguarded, that the books and records 
properly reflect all transactions, that policies and procedures are implemented by qualified personnel, and that published financial statements are properly 
prepared and fairly presented. The Company's system of internal control is supported by widely communicated written policies, including business conduct 
policies, which are designed to require all employees to maintain high ethical standards in the conduct of Company affairs. Internal auditors continually 
review the accounting and control system. 

3M Company 

Management's Report on Internal Control Over Financial Reporting 

Management is responsible for establishing and maintaining an adequate system of internal control over financial reporting. Management conducted an 
assessment of the Company's internal control over financial reporting based on the framework established by the Committee of Sponsoring Organizations 
of the Treadway Commission in Internal Control — Integrated Framework. Based on the assessment, management concluded that, as of December 31, 
2007, the Company's internal control over financial reporting is effective. 

The Company's internal control over financial reporting as of December 31,2007 has been audited by PricewaterhouseCoopers LLP, an independent 
registered public accounting firm, as stated in their report which is included herein, which expresses an unqualified opinion on the effectiveness of the 
Company's internal control over financial reporting as of December 31, 2007. 

3M Company 
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Report of Independent Registered Public Accounting Firm 

To the Stockholders and Board of Directors of 3M Company: 

In our opinion, the consolidated financial statements listed in the accompanying index present fairly, in all material respects, the financial position of 3M 
Company and its subsidiaries (the "Company") at December 31,2007 and 2006, and the results of their operations and their cash flows for each of the three 
years in the period ended December 31,2007 in conformity with accounting principles generally accepted in the United States of America. Also in our 
opinion, the Company maintained, in all material respects, effective internal control over financial reporting as of December 31,2007, based on criteria 
established in Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO). The 
Company's management is responsible for these financial statements, for maintaining effective internal control over financial reporting and for its 
assessment of the effectiveness of internal control over financial reporting, included in "Management's Report on Internal Control Over Financial 
Reporting" in the accompanying index. Our responsibility is to express opinions on these financial statements and on the Company's internal control over 
financial reporting based on our integrated audits. We conducted our audits in accordance with the standards of the Public Company Accounting Oversight 
Board (United States). Those standards require that we plan and perform the audits to obtain reasonable assurance about whether the financial statements are 
free of material misstatement and whether effective internal control over financial reporting was maintained in all material respects. Our audits of the 
financial statements included examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements, assessing the 
accounting principles used and significant estimates made by management, and evaluating the overall financial statement presentation. Our audit of internal 
control over financial reporting included obtaining an understanding of internal control over financial reporting, assessing the risk that a material weakness 
exists, and testing and evaluating the design and operating effectiveness of internal control based on the assessed risk. Our audits also included performing 
such other procedures as we considered necessary in the circumstances. We believe that our audits provide a reasonable basis for our opinions. 

As discussed in Note 1 to the consolidated financial statements, the Company changed the manner in which it accounts for conditional asset retirement 
obligations in 2005, the manner in which it accounts for defined benefit pension and other post-retirement plans in 2006, and the manner in which it 
accounts for uncertain tax positions in 2007. 

A company's internal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability of financial reporting 
and the preparation of financial statements for external purposes in accordance with generally accepted accounting principles. A company's internal control 
over financial reporting includes those policies and procedures that (i) pertain to the maintenance of records that, in reasonable detail, accurately and fairly 
reflect the transactions and dispositions of the assets of the company; (ii) provide reasonable assurance that transactions are recorded as necessary to permit 
preparation of financial statements in accordance with generally accepted accounting principles, and that receipts and expenditures of the company are being 
made only in accordance with authorizations of management and directors of the company; and (iii) provide reasonable assurance regarding prevention or 
timely detection of unauthorized acquisition, use, or disposition of the company's assets that could have a material effect on the financial statements. 

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also, projections of any evaluation of 
effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in conditions, or that the degree of 
compliance with the policies or procedures may deteriorate. 

Isl PricewaterhouseCoopers LLP 
PricewaterhouseCoopers LLP 
Minneapolis, Minnesota 
February 11,2008 

39 



Consolidated Statement of Income 

3M Company and Subsidiaries 
Years ended December 31 
IMilHmw. except per share amounts) 
Net sales 
Operating expenses 

Cost of sales 
Selling, general and administrative expenses 
Research, development and related expenses 
Gain on sale of businesses 
Total 

Operating income 

Interest expense and income 
Interest expense 
Interest income 
Total 

Income before income taxes, minority interest and cumulative effect ofaccounting change 
Provision for income taxes 
Minority interest 
Income before cumulative effect of accounting change 
Cumulative effect of accounting change 

Net income 

Weighted average common shares outstanding — basic 
Earnings per share — basic 

Income before cumulative effect ofaccounting change 
Cumulative effect of accounting change 
Net income 

Weighted average common shares outstanding — diluted 
Earnings per share — diluted 

Income before cumulative effect of accounting change 
Cumulative effect of accounting change 
Net income 

The accompanying Notes to Consolidated Financial Statements are an integral part of this statement. 
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2907 

24.462 ? • 
2NUH 

22.923 I 
2095 

21.167 

12,735 11,713 10,408 
5,066 4,631 

1,368 1,522 1274 
18491 (1.0741 — 

183® 17.227 16313 
6.193 5.696 4.854 

210 122 82 
1132) (51) 156) 

78 71 26 

6,115 5,625 4,828 
1,964 1,723 1.627 

SB 51 55 
4,096 3,851 3,146 

— —. (35) 
? 4.096 $ 3351 S 3.111 

718J 747.5 764.9 

$ 5.70 $ 5.15 $ 4.11 
— (0.04) 

$ 5.70 $ 5.15 $ 4.07 

732.0 761.0 781.3 
$ 5.60 $ 5.06 $ 4.03 

— — (0.05) 
? 5.60 $ 5.06 $ 3.98 



Consolidated Balance Sbeet 

3M Company and Subsidiaries 
At December 31 
Hlnllars In millions, ercept ner share amount! 
Assets 
Current assets 

Cad) and cash equivalents 
Marketable securities — current 
Accounts receivable—net of allowances of $75 and $71 
Inventories 
Finished goods 
Work in process 
Raw materials and supplies 
Total inventories 
Other current assets 
Total current assets 

Marketable securities — non-current 
Investments 
Property, plant and equipment 
Less: Accumulated depreciation 
Property, plant and equipment — net 
Goodwill 
Intangible assets — net 
Prepaid pension and postretiremen! benefits 
Other assets 
Total assets 

Liabilities and Stockholders' Equity 
Current liabilities 

Short-term borrowings and current portion of long-term debt 
Accounts payable 
Accrued payroll 
Accrued income taxes 
Other current liabilities 
Total current liabilities 

Long-term debt 
Other liabilities 

Total liabilities 

Commitments and contingencies (Note 13) 

Stockholders' equity 
Common stock, par value $.01 per share 
Shares outstanding — 2007: 709,156,031 
Shares outstanding—2006:734,362,802 
Additional paid-in capital 
Retained earnings 
Treasury stock 
Unearned compensation 
Accumulated other comprehensive income (loss) 
Stockholders' equity — net 
Total liabilities and stockholders' equity 

The accompanying Notes to Consolidated Financial Statements are an integral part of this statement. 
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$ 1,896 $ 1,447 
579 471 

3,362 3,102 

1,349 1,235 
880 795 
623 571 

2,852 2,601 
1.149 1.325 
9.838 8.946 

480 166 
298 314 

18,390 17,017 
(11.808) (11.110) 

6,582 5,907 
4£8» 4,082 

801 708 
1,378 395 

728 776 

1 24.694 $ 21.294 

$ 901 $ 2,506 
1,505 1,402 

580 520 
543 1,134 

1.833 1.761 
5,362 7,323 

4,019 1,047 
3.566 2.965 

$ 12.947 ? 11.335 

9 9 

2,785 2,484 
21L316 17,933 

(10,520) (8,456) 
(96) (138) 

(747) (1.873) 
11.747 9.959 

$ 24.694 $ 21.294 



Consolidated Statement of Changes in Stockholders' Equity and Comprehensive Income 

3M Company and Subsidiaries 
Years Ended December 31 
(MillionsI 
Common Stock, par value 

Additional Paid-in Capital 
Beginning balance 
Stock-based compensation expense (excluding tax benefit) 
Stock-based compensation tax benefit 

Ending balance 

Retained Earnings 
Beginning balance 
Adjustment to beginning balance to initially apply FIN 48 
Net income 
Dividends paid 
Issuances pursuant to stock option and benefit plans 

Ending balance 

Treasury Stock 
Beginning balance 
Reacquired stock 
Issuances pursuant to stock option and benefit plans 
Issuances pursuant to acquisitions 

Ending balance 

Unearned Compensation 
Beginning balance 
Amortization of unearned compensation 

Ending balance 

Accumulated Other Comprehensive Income (Loss) 
Beginning balance 
Cumulative translation adjustment 
Defined benefit pension plans adjustment 
Adjustment to initially apply SFAS No. 158 
Debt and equity securities — unrealized gain (loss) 
Cash flow hedging instruments — unrealized gain (loss) 

Ending balance 

Total Stockholder's Equity 

Comprehensive Income 
Net income 
Cumulative translation adjustment 
Defined benefit pension plans adjustment 
Debt and equity securities — unrealized gain (loss) 
Cash flow hedging instruments — unrealized gain (loss) 

Total Comprehensive Income 

SuBBlenusntal share information; 
Treasury stock 

Beginning balance 
Reacquired stock 
Issuances pursuant to stock options and benefit plans 
Issuances pursuant to acquisitions 

Ending balance 

The accompanying Notes to Consolidated Financial Statements are an integral part of this statement. 
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2,484 
228 
73 

2,225 
200 

59 

2,018 
155 
52 

2.785 2.484 2.225 

17,933 
(1) 

4,096 
(1,380) 

13321 
20.316 

15,715 

3,851 
(1,376) 

(257) 
17.933 

14,198 

3,111 
(14286) 

(3081 
15.715 

(8,456) 
(3,237) 
1,160 

13 

(6,965) 
(24132) 

841 

(5,503) 
(2,377) 

915 

(10.5201 (8.4561 (6.965) 

(138) 
42 

(178) 
40 

(196) 
18 

(961 (138) (178) 

(1,873) 
532 
614 

(10) 
(101 

(411) 
506 

7 
(1,918) 

(1) 
(56) 

132 
(578) 
(46) 

1 
80 

(7471 (1.8731 (411) 

$ 11,747 $ 9.959 $ 1 10.395 

44196 
532 
614 
(10) 
(10) 

3,851 
506 

i 
3,111 
(578) 

(46) 
1 

80 
5.222 $ 4.307 $ 2.568 

2007 2000 2005 

209.7 
39.7 
(14.31 
(0.2) 

189.5 
312 

(11.0) 

170.5 
30.7 

(11.7) 

im mj. 



Consolidated Statement of Cash Flows 

3M Company and Subsidiaries 
Years ended December 31 

JML iSIM Mi 

Cash Flows from Operating Activities 
Net income 

Adjustments to reconcile net income to net cash provided by operating activities 
Depreciation and amortization 
Company pension and postretirement contributions 
Company pension and postretirement expense 
Stock-haskl compensation expense 
Gain from sale of businesses 
Deferred income taxes 
Excess tax benefits from stock-based compensation 
Changes in assets and liabilities 
Accounts receivable 
Inventories 
Accounts payable 
Accrued income taxes 
Product and other insurance receivables and claims 
Other — net 

Net cash provided by operating activities 

Cash Flows from Investing Activities 
Purchases of property, plant and equipment (PP&E) 
Proceeds from sale of PP&E and other assets 
Acquisitions, net of cash acquired 
Purchases of marketable securities and investments 
Proceeds from sale of marketable securities and investments 
Proceeds from maturities of marketable securities 
Proceeds from sale of businesses 
Net cash used in investing activities 

Cash Flows from Financing Activities 
Change in short-term debt — net 
Repayment of debt (maturities greater than 90 days) 
Proceeds from debt (maturities greater than 90 days) 
Purchases of treasury stock 
Reissuances of treasury stock 
Dividends paid to stockholders 
Distributions to minority interests 
Excess tax benefits from stock-based compensation 
Otber—net 
Net cash used in financing activities 

Effect of exchange rate changes on cash and cash equivalents 
Net increase/(decrease) in cash and cash equivalents 
Cash and cash equivalents at beginning of year 
Cash and cash equivalents at end of yew 

S 4,096 $ 3,851 % 3,111 

1,072 1,079 986 
(379) (385) (788) 
255 440 437 
228 200 155 

(849) (1,074) — 

11 (316) 132 
(74) (60) (54) 

(35) (103) (184) 
(54) (309) (294) 

(4) 68 113 
(45) 138 270 
158 58 122 

(105) 252 198 
4.275 3.839 4.204 

(1,422) (1,168) (943) 
103 49 41 

(539) (888) (1,293) 
(8,194) (3,253) (1,627) 
6^02 2^87 1,573 

886 304 8 
897 1.209 — 

(1,367) 11.460) (2.241) 

(1,222) 882 (258) 
(1,580) (440) (656) 
4,024 693 429 

(3,239) (2,351) (2,377) 
796 523 545 

(1,380) (U76) (1,286) 
(20) (38) (56) 
74 60 54 
— 1141 120) 

'2.5471 12.0611 13.625) 

88 57 123) 
449 375 (1,685) 

1.447 1.072 2.757 
S 1.896 $ 1.447 % 1.072 

The accompanying Notes to Consolidated Financial Statements are an integral part of this statement. 
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Notes to Consolidated Financial Statements 

NOTE 1. Significant Accounting Policies 

Consolidation: 3M is a diversified global manufacturer, technology innovator and marketer of a wide variety of products. All significant subsidiaries are 
consolidated. All significant intercompany transactions are eliminated. As used herein, the term "3M" or "Company" refers to 3M Company and 
subsidiaries unless die context indicates otherwise. 

Foreign currency translation: Local currencies generally are considered the functional currencies outside the United States. Assets and liabilities for 
operations in local-currency environments are translated at year-end exchange rates. Income and expense items are translated at average rates of exchange 
prevailing during the year. Cumulative translation adjustments are recorded as a component of accumulated other comprehensive income (loss) in 
stockholders' equity. 

Reclassifications: Certain amounts in the prior years' consolidated financial statements have been reclassified to conform to the current year presentation. 

Use of estimates: The preparation of financial statements in conformity with U.S. generally accepted accounting principles requires management to make 
estimates and assumptions that affect the reported amounts of assets and liabilities and the disclosure of contingent assets and liabilities at the date of the 
financial statements, and the reported amounts of revenues and expenses during the reporting period. Actual results could differ from these estimates. 

Cash and cash equivalents: Cash and cash equivalents consist of cash and temporary investments with maturities of three months or less when purchased. 

Investments: Investments primarily include the cash surrender value of life insurance policies, real estate not used in the business, venture capital and 
equity-method investments. Unrealized gains and losses relating to investments classified as availabie-for-sale are recorded as a component of 
accumulated other comprehensive income (loss) in stockholders' equity. 

Inventories: Inventories are stated at the lower of cost or market, with cost generally determined on a first-in, first-out basis. 

Property, plant and equipment: Property, plant and equipment, including capitalized interest and internal engineering costs, are recorded at cost. 
Depreciation of property, plant and equipment generally is computed using the straight-line method based on the estimated useful lives of the assets. The 
estimated useful lives of buildings and improvements primarily range from 10 to 40 years, with the majority in the range of 20 to 40 years. The estimated 
useful lives of machinery and equipment primarily range from three to 15 years, with the majority in the range of five to 10 years. Fully depreciated assets 
are retained in property and accumulated depreciation accounts until disposal. Upon disposal, assets and related accumulated depreciation are removed from 
the accounts and the net amount, less proceeds from disposal, is charged or credited to operations. Property, plant and equipment amounts are reviewed for 
impairment whenever events or changes in circumstances indicate that the carrying amount of an asset (asset group) may not be recoverable. An impairment 
loss would be recognized when the carrying amount of an asset exceeds the estimated undiscounted future cash flows expected to result from the use of the 
asset and its eventual disposition. The amount of the impairment loss to be recorded is calculated by the excess of the asset's carrying value over its fan-
value. Fair value is generally determined using a discounted cash flow analysis. 

Goodwill: Goodwill is the excess of cost of an acquired entity over the amounts assigned to assets acquired and liabilities assumed in a business 
combination. Goodwill is not amortized. Goodwill is tested for impairment annually, and will be tested for impairment between annual tests if an event 
occurs or circumstances change that would indicate the carrying amount may be impaired. Impairment testing for goodwill is done at a reporting unit level. 
Reporting units are one level below the business segment level, but can be combined when reporting units within the same segment have similar economic 
characteristics. The majority of goodwill relates to and is assigned directly to specific reporting units. An impairment loss generally would be recognized 
when the carrying amount of the reporting unit's net assets exceeds the estimated fair value of the reporting unit The estimated fair value of a reporting unit 
is determined using earnings for the reporting unit multiplied by a price/earnings ratio for comparable industry groups, or by using a discounted cash flow 
analysis. The Company completed its annual goodwill impairment test in the fourth quarter of 2007 and determined that no goodwill was impaired. 

Intangible assets: Intangible assets include patents, tradenames and other intangible assets acquired from an independent party. Intangible assets with an 
indefinite life, namely certain tradenames, are not amortized. Intangible assets with a definite life are amortized on a straight-line basis, with estimated 
useful lives ranging from one to 20 years. Indefinite-lived intangible assets are tested for impairment annually, and will be tested for impairment between 
annual tests if an event occurs or circumstances change that would indicate that the carrying amount may be impaired. Intangible assets with a definite life 
are tested for impairment whenever events or circumstances indicate that the 
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carrying amount of an asset (asset group) may not be recoverable. An impairment loss is recognized when the carrying amount of an asset exceeds die 
estimated undiscounted cash flows used in determining die fair value of the asset. The amount of the impairment loss to be recorded is calculated by the 
excess of the asset's carrying value over its fair value. Fair value is generally determined using a discounted cash flow analysis. Costs related to internally 
developed intangible assets, such as patents, are expensed as incurred, primarily in "Research, development and related expenses." 

Revenue (sales) recognition: The Company sells a wide range of products to a diversified base of customers around the world and has no material 
concentration of credit risk. Revenue is recognized when the risks and rewards of ownership have substantively transferred to customers. This condition 
normally is met when the product has been delivered or upon performance of services. The Company records estimated reductions to revenue for customer 
and distributor incentives, such as rebates, at the time of the initial sale. The estimated reductions are based on the sales terms, historical experience, trend 
analysis and projected market conditions in the various markets served. Sales, use, value-added and other excise taxes are not recognized in revenue. 

The majority of 3M's sales agreements are for standard products and services with customer acceptance occurring upon delivery of the product or 
performance of the service. 3M also enters into agreements that contain multiple elements (such as equipment, installation and service) or non-standard 
terms and conditions. For multiple-element arrangements, 3M recognizes revenue for delivered elements when it has stand-alone value to the customer, the 
fair values of undelivered elements are known, customer acceptance of the delivered elements has occurred, and there are only customary refund or return 
rights related to the delivered elements. In addition to the preceding conditions, equipment revenue is not recorded until the installation has been completed 
if equipment acceptance is dependent upon installation, or if installation is essential to the functionality of the equipment. Installation revenues are not 
recorded until installation has been completed. For prepaid service contracts, sales revenue is recognized on a straight-line basis over the term of the 
contract, unless historical evidence indicates the costs are incurred on other than a straight-line basis. License fee revenue is recognized as earned, and no 
revenue is recognized until the inception of the license term. On occasion, agreements will contain milestones, or 3M will recognize revenue based on 
proportional performance. For these agreements, and depending on the specifics, 3M may recognize revenue upon completion of a substantive milestone, or 
in proportion to costs incurred to date compared with the estimate of total costs to be incurred. 

Accounts Receivable and Allowances: Trade accounts receivable are recorded at the invoiced amount and do not bear interest. The Company maintains 
allowances for bad debts, cash discounts, product returns and various other items. The allowance for doubtful accounts and product returns is based on the 
best estimate of the amount of probable credit losses in existing accounts receivable and anticipated sales returns. The Company determines the allowances 
based on historical write-off experience by industry and regional economic data and historical sales returns. The Company reviews the allowance for 
doubtful accounts monthly. The Company does not have any significant off-balance-sheet credit exposure related to its customers. 

Advertising and merchandising: These costs are charged to operations in the year incurred, and totaled $469 million in 2007, $471 million in 2006 and $457 
million in 2005. 

Research, development and related expenses: These costs are charged to operations in the year incurred and are shown on a separate line of the 
Consolidated Statement of Income. Research, development and related expenses totaled $ 1.368 billion in 2007, $ 1.522 billion in 2006 and $ 1.274 billion in 
2005. In 2006, this included a $95 million in-process research and development charge (discussed in Note 2) and $75 million in restructuring actions (Note 
4). Research and development expenses, covering basic scientific research and the application of scientific advances in the development of new and 
improved products and their uses, totaled $788 million in 2007 compared to $943 million in 2006, decreasing due to the $95 million for purchased 
in-process research and development discussed above and also due to the pharmaceuticals business divestiture (Note 2). Research and development 
expenses totaled $818 million in 2005. Related expenses primarily include technical support provided by 3M to customers who are using existing 3M 
products, and internally developed patent costs, which include costs and fees incurred to prepare, file, secure and maintain patents. 

Internal-use software: The Company capitalizes direct costs of materials and services used in the development of internal-use software. Amounts 
capitalized are amortized on a straight-line basis over a period of three to five years and are reported as a component of machinery and equipment within 
property, plant and equipment. 

Environmental: Environmental expenditures relating to existing conditions caused by past operations that do not contribute to current or future revenues are 
expensed. Reserves for liabilities for anticipated remediation costs are recorded on an undiscounted basis when they are probable and reasonably estimable, 
generally no later than the completion of feasibility studies or the Company's commitment to a plan of action. Environmental expenditures for capital 
projects that contribute to current or ftrture operations generally are capitalized and depreciated over their estimated useful lives. 
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Income taxes: The provision for income taxes is determined using the asset and liability approach. Under this approach, deferred income taxes represent the 
expected future tax consequences of temporary differences between the carrying amounts and tax basis of assets and liabilities. The Company records a 
valuation allowance to reduce its deferred tax assets when uncertainty regarding their reliability exists. As of December 31,2007, no significant valuation 
allowances were recorded. 

Earnings per share: The difference in the weighted average shares outstanding for calculating basic and diluted earnings per share is attributable to the 
dilution associated with the Company's stock-based compensation plans. Certain Management Stock Ownership Program average options outstanding 
during the years 2007,2006 and 2005 were not included in the computation of diluted earnings per share because they would not have had a dilutive effect 
(21.6 million average options for 2007, 31.5 million average options for 2006, and 15.4 million average options for 2005). As discussed in Note 10, the 
conditions for conversion related to the Company's Convertible Notes have never been met. If the conditions for conversion are met, 3M may choose to pay 
in cash and/or common stock; however, if this occurs, the Company has the intent and ability to settle this debt security in cash. Accordingly, there was no 
impact on 3M's diluted earnings per share. The computations for basic and diluted earnings per share for the years ended December 31 follow: 

Earnings Per Share Computations 

Numerator: 
Net income $ 4,096 $ 3.851 $ 3.111 

Denominator; 
UctlOllllMlOl lul COUimiHlSftaltea 0tltSt3uCliD§ —- • 

basic 718-3 747.5 7649 

Dilution associated with the Company's stock-based compensation 
13.7 13.5 16.4 

Denominator for weighted average common shares outstanding — 
diluted ms 7610 781.3 

Earnings per share — basic 
Earnings per share — diluted 

$ 
S 

5.70 
5.60 

8 5 15 
5.06 

$ 
$ 

4JJ7 
3.98 

Stock-based compensation: In December 2004, the Financial Accounting Standards Board (FASB) issued SFAS No. 123 (revised 2004). SFAS No. 123R 
supersedes APB Opinion No. 25. Under APB Opinion No. 25, no compensation expense is recognized for employee stock option grants if the exercise price 
of the Company's stock option grants is at or above the fair market value of the underlying stock on the date of grant. Under SFAS No. 123R, compensation 
expense is recognized for both the General Employees' Stock Purchase Plan (GESPP) and the Management Stock Ownership Plan (MSOP). SFAS 
No. 123R requires the determination of the fair value of the share-based compensation at the grant date and the recognition of the related expense over the 
period in which the share-based compensation vests. The Company adopted SFAS No. 123R effective January 1,2006. The Company adopted SFAS 
No. I23R using the modified retrospective method. All prior periods have been restated to give effect to the fail—value-based method of accounting for 
awards granted in fiscal years beginning on or after January 1,1995. The Company believes that the modified retrospective application of this standard 
achieves the highest level of clarity and comparability among the presented periods. On November 10,2005, the FASB issued FASB Staff Position 
No. FAS 123(R)-3, Transition Election Related to Accounting for the Tax Effects of Share-Based Payment Awards (the FSP). The FSP provides that 
companies may elect to use a specified "short-cut" method to calculate the historical pool of windfall tax benefits upon adoption of SFAS No. 123R. The 
Company elected to use the "short-cut" method when it adopted SFAS No. 123R on January 1,2006. Refer to Note 15 for additional information. 

Comprehensive income: Total comprehensive income and the components of accumulated other comprehensive income (loss) are presented in the 
Consolidated Statement of Changes in Stockholders' Equity and Comprehensive Income. Accumulated other comprehensive income (loss) is composed of 
foreign currency translation effects (including hedges of net investments in international companies), defined benefit pension plan adjustments, unrealized 
gains and losses on available-for-sale debt and equity securities, and unrealized gains and losses on cash flow hedging instruments. 

Derivatives and hedging activities: All derivative instruments are recorded on the balance sheet at fair value. The Company uses interest rate swaps, 
currency swaps, and forward and option contracts to manage risks generally 
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associated with foreign exchange rate, interest rate and commodity market volatility. All hedging instruments that qualify for hedge accounting are 
designated and effective as hedges, in accordance with U.S. generally accepted accounting principles. If the underlying hedged transaction ceases to exist, 
all changes in fair value of the related derivatives that have not been settled are recognized in current earnings. Instruments that do not qualify for hedge 
accounting are marked to market with changes recognized in current earnings. The Company does not hold or issue derivative financial instruments for 
trading purposes and is not a party to leveraged derivatives. However, the Company does have contingently convertible debt that, if conditions for 
conversion are met, is convertible into shares of 3M common stock (refer to Note 10 in this document). 

New Accounting Pronouncements 

As of December 31,2005, die Company adopted FASB Interpretation No. 47, "Accounting for Conditional Asset Retirement Obligations" (FIN 47). This 
accounting standard applies to the feir value of a liability for an asset retirement obligation associated with the retirement of tangible long-lived assets and 
where the liability can be reasonably estimated. Conditional asset retirement obligations exist for certain of the Company's long-term assets. The fair value 
of these obligations is recorded as liabilities on a discounted basis. Over time the liabilities are accreted for the change in the present value and the initial 
capitalized costs are depreciated over the useful lives of the related assets. The adoption of FIN 47 effective December 31,2005, resulted in the recognition 
of an asset retirement obligation liability of $59 million at December 31,2005, and an after—tax charge of $35 million for 2005, which is reflected as a 
cumulative effect of change in accounting principle in the Consolidated Statement of Income. At December 31,2007, the asset retirement obligation 
liability was $59 million. 

In February 2006, the FASB issued Statement of Financial Accounting Standards (SFAS) No. 155, "Hybrid Instruments." SFAS No. 155 amends SFAS 
No. 133 and SFAS No. 140, "Accounting for Transfers and Servicing ofFinancial Assets and Extinguishments of Liabilities." SFAS No. 155 also resolves 
issues addressed in Statement 133 Implementation Issue No. Dl, "Application of Statement 133 to Beneficial Interests in Securitized Financial Assets." 
SFAS No. 155: a) permits fair value remeasurement for any hybrid financial instrument that contains an embedded derivative that otherwise would require 
bifurcation, b) clarifies which interest-only strips and principal—only strips are not subject to the requirements of SFAS No. 133, c) establishes a 
requirement to evaluate interests in securitized financial assets to identify interests that are freestanding derivatives or that are hybrid financial instruments 
that contain an embedded derivative requiring bifurcation, d) clarifies that concentrations of credit risk in the form of subordination are not embedded 
derivatives, and e) amends SFAS No. 140 to eliminate the prohibition on a qualifying special purpose entity from holding a derivative financial instrument 
that pertains to a beneficial interest other than another derivative financial instrument. The Company adopted SFAS No. 155 effective January 1,2007; 
however, there was no material impact. 

In June 2006, the FASB issued Interpretation No. 48 (FIN 48), "Accounting for Uncertainty in Income Taxes, an interpretation of FASB Statement 
No. 109." This interpretation was effective as of January 1, 2007. Refer to Note 8 for additional information concerning this standard. 

In September 2006, the FASB issued SFAS No. 157, "Fair Value Measurements." SFAS No. 157 establishes a single definition of fair value and a 
framework for measuring fair value, sets out a fair value hierarchy to be used to classify the source of information used in fair value measurements, and 
requires new disclosures of assets and liabilities measured at fair value based on their level in the hierarchy. SFAS No. 157 is effective for all fiscal years 
beginning after November 15,2007 (January 1, 2008 for 3M) and is to be applied prospectively. In February 2008, the FASB issued Staff Positions No. 
157-1 and No. 157-2 which partially defer the effective date of SFAS No. 157 for one year for certain nonfinancial assets and liabilities and remove certain 
leasing transactions from its scope. The Company is currently evaluating the impacts and disclosures of this standard, but would not expect SFAS No. 157 
to have a material impact on 3M's consolidated results of operations or financial condition. 

In September 2006, the Financial Accounting Standards Board (FASB) issued SFAS No. 158, "Employers' Accounting for Defined Benefit Pension and 
Other Postretirement Plans, an amendment of FASB Statements No. 87, 88,106 and 132(R)." Refer to Note 11 for additional information concerning this 
standard. 

In February 2007, the FASB issued SFAS No. 159, 'The Fair Value Option for Financial Assets and Financial Liabilities". SFAS No. 159 permits an entity 
to choose, at specified election dates, to measure eligible financial instruments and certain other items at fair value that are not currently required to be 
measured at fair value. An entity shall report unrealized gains and losses on items for which the fair value option has been elected in earnings at each 
subsequent reporting date. Upfront costs and fees related to items for which the fair value option is elected shall be recognized in earnings as incurred and 
not deferred. SFAS No. 159 also establishes presentation and disclosure requirements designed to facilitate comparisons between entities that choose 
different measurement attributes for similar types of assets and liabilities. SFAS No. 159 is effective for financial statements issued for fiscal years 
beginning after November 15,2007 (January 1, 2008 for 3M) and interim periods within those fiscal years. At the 
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effective date, an entity may elect the fair value option for eligible items that exist at that date. The entity shall report the effect of the first remeasurement to 
fair value as a cumulative-effect adjustment to the opening balance of retained earnings. The Company has not elected the fair value option for eligible 
items that existed as of January 1,2008. 

In June 2007, the FASB's Emerging Issues Task Force reached a consensus on EITF Issue No. 07-3, "Accounting for Nonrefundable Advance Payments 
for Goods or Services to Be Used in Future Research and Development Activities" that would require nonrefundable advance payments made by (he 
Company for future R&D activities to be capitalized and recognized as an expense as the goods or services are received by the Company. EITF Issue 
No. 07-3 is effective for 3M with respect to new arrangements entered into beginning January 1,2008. The Company is currently evaluating the impacts 
and disclosures of this standard, but would not expect EITF Issue No. 07-3 to have a material impact on 3M's consolidated results of operations or financial 
condition. 

In December 2007, the FASB issued SFAS No. 141R, "Business Combinations," which changes how business acquisitions are accounted. SFAS No. MIR 
requires the acquiring entity in a business combination to recognize all (and only) the assets acquired and liabilities assumed in the transaction and 
establishes the acquisition-date fair value as the measurement objective for all assets acquired and liabilities assumed in a business combination. Certain 
provisions of this standard will, among other things, impact the determination of acquisition-date fair value of consideration paid in a business combination 
(including contingent consideration); exclude transaction costs from acquisition accounting; and change accounting practices for acquired contingencies, 
acquisition-related restructuring costs, in-process research and development, indemnification assets, and tax benefits. For 3M, SFAS No. 141R is effective 
for business combinations and adjustments to an acquired entity's deferred tax asset and liability balances occurring after December 31,2008. The 
Company is currently evaluating the future impacts and disclosures of this standard. 

In December 2007, the FASB issued SFAS No. 160, "Noncontrolling Interests in Consolidated Financial Statements, an amendment of ARB No. 51," which 
establishes new standards governing the accounting for and reporting of noncontrolling interests (NCIs) in partially owned consolidated subsidiaries and the 
loss of control of subsidiaries. Certain provisions of this standard indicate, among other things, that NCIs (previously referred to as minority interests) be 
treated as a separate component of equity, not as a liability; that increases and decrease in the parent's ownership interest that leave control intact be treated 
as equity transactions, rather than as step acquisitions or dilution gains or losses; and that losses of a partially owned consolidated subsidiary be allocated to 
the NCI even when such allocation might result in a deficit balance. This standard also requires changes to certain presentation and disclosure requirements. 
For 3M, SFAS No. 160 is effective beginning January 1,2009. The provisions of the standard are to be applied to all NCIs prospectively, except for the 
presentation and disclosure requirements, which are to be to applied retrospectively to all periods presented. The Company is currently evaluating the future 
impacts and disclosures of this standard. 

In December 2007, the FASB ratified the Emerging Issues Task Force consensus on EITF Issue No. 07-1, "Accounting for Collaborative Arrangements" 
that discusses how parties to a collaborative arrangement (which does not establish a legal entity within such arrangement) should account for various 
activities. The consensus indicates that costs incurred and revenues generated from transactions with third parties (i.e. parties outside of the collaborative 
arrangement) should be reported by the collaborators on the respective line items in their income statements pursuant to EITF Issue No. 99-19, "Reporting 
Revenue Gross as a Principal Versus Net as an Agent." Additionally, the consensus provides that income statement characterization of payments between 
the participants in a collaborative arrangement should be based upon existing authoritative pronouncements; analogy to such pronouncements if not within 
their scope; or a reasonable, rational, and consistently applied accounting policy election. EITF Issue No. 07-1 is effective for 3M beginning January 1, 
2009 and is to be applied retrospectively to all periods presented for collaborative arrangements existing as of the date of adoption. The Company is 
currently evaluating the impacts and disclosures of this standard, but would not expect EITF Issue No. 07-1 to have a material impact on 3M's consolidated 
results of operations or financial condition. 

NOTE 2. Acquisitions and Divestitures 

Divestitures: 

In January 2007, 3M completed the sale of its global branded pharmaceuticals business in Europe to Meda AB. 3M received proceeds of $817 million for 
this transaction and recognized, net of assets sold, a pre-tax gain of $781 million (recorded in the Health Care segment) in 2007. 

In December 2006, 3M completed the sale of its global branded pharmaceuticals business in the United States, Canada, and Latin America region and the 
Asia Pacific region, including Australia and South Africa. 3M received proceeds of $ 1.209 billion for this transaction and recognized, net of assets sold, a 
pre-tax gain of $1,074 billion (recorded in Health Care Business) in 2006. 
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Buyer and sale price information by region is as follows: 

Meda AB acquired 3M's pharmaceuticals business in Europe for $817 million in 2007. 

Graceway Pharmaceuticals Inc. acquired 3M's pharmaceutical operations in the United States, Canada, and Latin America for $860 million in 2006. 

Ironbridge Capital and Archer Capital acquired 3M's pharmaceuticals business in the Asia Pacific region, including Australia and South Africa for $349 
million in 2006. 

The agreements are the result of a review of strategic options for the branded pharmaceuticals business and its immune response modifier (IRM) platform 
that 3M announced in April 2006. Under the agreements, the purchasers acquired regional marketing and intellectual property rights for 3M's well-known 
branded pharmaceuticals, including Aldara, Difflam, Duromine, Tambocor, Maxair, Metrogel-Vaginal and Minitran. As part of the transaction, Graceway 
Pharmaceuticals also acquired the rights to certain IRM molecules. 

In connection with these transactions, 3M entered into agreements whereby its Drug Delivery Systems Division became a source of supply to the acquiring 
companies. Because of the extent of 3M cash flows from these agreements in relation to those of (he disposed-of businesses, the operations of the branded 
pharmaceuticals business are not classified as discontinued operations. See Note 4 for further discussion of restructuring actions that resulted from the 
divesture of the Company's global branded pharmaceuticals business. 

In June 2007, 3M completed the sale of its Opticom Priority Control Systems and Canoga Traffic Detection businesses to TorQuest Partners Inc., a 
Toronto-based investment firm. 3M received proceeds of $80 million for this transaction and recognized, net of assets sold, transaction and other costs, a 
pre-tax gain of $68 million (recorded in the Display and Graphics segment) in 2007. 

Acquisitions: 

During 2007, the purchase price paid for business combinations totaled $539 million, net of cash acquired, plus approximately 150 thousand shares of 3M 
common stock, which had a market value of approximately $13 million. 

The 16 business combinations completed during 2007 are summarized as follows: 

1) In February 2007, 3M (Industrial and Transportation Business) purchased certain assets of Accuspray Application Technologies Inc., a manufacturer of 
spray paint equipment with a wide array of spray guns for architectural, automotive refinishing, industrial and woodworking applications. 

2) In February 2007, 3M (Industrial and Transportation Business) purchased Sealed Air Corporation's 50 percent interest in PolyMask Corporation, a joint 
venture between 3M and Sealed Air that produces protective films. The acquisition of Sealed Air's interest results in 100 percent ownership by 3M. 

3) In February 2007,3M (Health Care Business) purchased 100 percent of the outstanding shares of Acolyte Biomedica Ltd., a Salisbury, U.K.-based 
provider of an automated microbial detection platform that aids in the rapid detection, diagnosis, and treatment of infectious diseases. 

4) In May 2007, 3M (Safety, Security and Protection Services Business) purchased 100 percent of the outstanding shares of E Wood Holdings PLC, a North 
Yorkshire, UK-based manufacturer of high performance protective coatings for oil, gas, water, rail and automotive industries. 

5) In May 2007, 3M (Electro and Communications Business) purchased certain assets of Innovative Paper Technologies LLC, a manufacturer of 
inorganic-based technical papers, boards and laminates for a wide variety of high temperature applications and Powell LLC, a supplier of non-woven 
polyester mats for the electrical industry. 

6) In May 2007,3M (Health Care Business) purchased certain assets of Articulos de Papel DMS Chile, a Santiago, Chile-based manufacturer of disposable 
surgical packs, drapes, gowns and kits. 

7) In June 2007, 3M (Industrial and Transportation Business) purchased certain assets of Diamond Productions Inc., a manufacturer of superabrasive 
diamond and cubic boron nitride wheels and tools for dimensioning and finishing hard-to-grind materials in metalworking, woodworking and stone 
fabrication markets in exchange for approximately 150 thousand shares of 3M common stock, which had a market value of $ 13 million at the acquisition 
measurement date and was previously held as 3M treasury stock. 

8) In July 2007,3M (Safety, Security and Protection Services Business) purchased 100 percent of the outstanding shares of Rochford Thompson Equipment 
Ltd., a manufacturer of optical character recognition passport readers used by airlines and immigration authorities, headquartered in Newbury, U.K. 

9) In August 2007, 3M (Health Care Business) purchased certain assets of Neoplast Co. Ltd., a manufacturer/distributor of surgical tapes and dressings and 
first aid bandages for both the professional and consumer markets across the Asia Pacific region. 

10) In October 2007,3M (Health Care Business) purchased 100 percent of the outstanding shares of Abzil Industria e Comercio Ltda., a manufacturer of 
orthodontic products based in Sao Jose do Rio Preto, Sao Paulo, Brazil. 

11) In October 2007,3M (Industrial and Transportation Business) purchased 100 percent of the outstanding shares of Venture Tape Corp. and certain 
related entities, a global provider of pressure sensitive adhesive tapes based in Rockland, Mass. 
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12) In October 2007,3M (Display and Graphics Business) purchased certain assets of Macroworx Media Pvt Ltd., a software company that specializes in 
the design and development of digital signage solutions based in Bangalore, India. 

13) In October 2007,3M (Health Care Business) purchased 100 percent of the outstanding shares of Lingualcare Inc., a Dallas-based orthodontic 
technology and services company offering the iBraces system, a customized, lingual orthodontic solution. 

14) In November 2007, 3M (Industrial and Transportation Business) purchased certain assets of Standard Abrasives, a manufacturer of coated abrasive 
specialties and non-woven abrasive products for the metalworking industry headquartered in Simi Valley, Ca. 

15) In November 2007, 3M (Industrial and Transportation Business) purchased 100 percent of the outstanding shares of Unifam Sp. z o.o., a manufacturer 
of cut-off wheels, depressed center grinding wheels and flap discs based in Poland. 

16) In November 2007,3M (Industrial and Transportation Business) purchased certain assets of Bondo Corp., a manufacturer of auto body repair products 
for the automotive aftermarket and various other professional and consumer applications based in Atlanta, Ga. 

In addition to the business combinations above, 3M periodically acquires certain tangible and/or intangible assets and purchases interests in certain 
enterprises that do not otherwise qualify for accounting as business combinations. These transactions are largely reflected as additional asset purchase and 
investment activity. 

Purchased identifiable intangible assets for the 16 business combinations closed during the twelve months ended December 31,2007 totaled $124 million 
and will be amortized on a straight-line basis over lives ranging from 2 to 10 years (weighted-average life of six years). 

In 2007 and 2006, pro forma information related to acquisitions was not included because the impact on the Company's consolidated results of operations 
was not considered to be material. There were no material in-process research and development charges associated with 2007, while 2006 included $95 
million in charges for the Brontes Technologies Inc. acquisition. The purchase price allocation of certain 2007 business combinations is considered 
preliminary. The impact on the Consolidated Balance Sheet of the purchase price allocations related to acquisitions and adjustments relative to other 
acquisitions within the allocation period follow: 

Asset (Liability) 2607 2006 
fMHIInnO ImPOCt 111)1)961 
Accounts receivable $ 69 $ 76 
Inventory 79 55 
Other current assets 5 8 
Property, plant, and equipment — net 68 65 
Purchased mtangihle assets 131 282 
Purchased goodwill 326 536 
In-processR&D 1 95 
Accounts payable and other current liabilities, net of other assets (115) (152) 
Deferred tax liability (12) (77) 

Net assets acquired $ 552 $ 888 

Supplemental information: 
Cash paid $ 546 $ 962 
Less: Cash acquired 7 74 
Cash paid, net of cash acquired $ 539 $ 888 
Non-cash (3M shares at fair value) 13 — 
Net assets acquired $ 552 $ 888 

Year 2006 acquisitions: 

During the 12 months ended December 31, 2006, 3M completed 19 business combinations for a total purchase price of $888 million, net of cash acquired. 
Purchased identifiable intangible assets of $282 million for these acquisitions will be amortized on a straight-line basis over lives ranging from 1 to 17 
years (weighted-average life of 9 years). The purchase price of several of these acquisitions is subject to increases, which could be triggered by the 
achievement of certain milestones. 
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The largest of these acquisitions was the August 2006 purchase of 100 percent of the outstanding shares of Security Printing and Systems Limited (Safety, 
Security and Protection Services Business) from authentos GmbH, Germany. The acquired company is a producer of finished, personalized passports and 
secure cards. 

In October 2006, 3M (Health Care Business) purchased 100 percent of the outstanding shares of Brontes Technologies Inc. (Brontes), a Lexington, 
Massachusetts-based developer of proprietary 3-D imaging technology for dental and orthodontic applications, for $95 million in cash. Brontes was a 
"development stage enterprise" that did not yet have revenues from its principal operations and the technology acquired did not have any alternative future 
use. This transaction resulted in a 2006 charge of $95 million, or $0.13 per diluted share, reflecting the write-off of acquired in-process research and 
development costs, which are recognized as research, development and related expenses in the Consolidated Statement of Income. 

The 17 additional business combinations are summarized as follows: 

1) In January 2006,3M (Consumer and Office Business) purchased 100 percent of the outstanding common shares of Interchemall Dom., a provider of 
household cleaning products based in Poland. 

2) In March 2006,3M (Industrial and Transportation Business) purchased certain assets of General Industrial Diamond Company Inc., a U.S. operation. The 
acquired company is a manufacturer of superabrasive grinding wheels, dressing tools and machines used to dimension and finish hard—to—grind materials in 
the industrial and commercial markets. 

3) In April 2006,3M (Health Care Business) purchased 100 percent of the outstanding shares of OMNII Oral Pharmaceuticals, a provider of differentiated 
preventive dental products, solutions and support for dental professionals. 

4) In April 2006, 3M (Health Care Business) purchased certain assets of ClozeX Medical LLC, a provider of unique skin closure devices to treat lacerations 
and close surgical incisions. The agreement gives 3M exclusive worldwide rights for the manufacturing and distribution of ClozeX Wound Closures. 

5) In June 2006, 3M (Health Care Business) purchased 100 percent of the outstanding shares of SBG (Software und Beratung im Gesundheitswesen) 
GmbH, a Berlin-based developer of software for managing diagnosis-related information in hospitals. 

6) In June 2006, 3M (Safety, Security and Protection Services Business) purchased certain assets of POMP Medical and Occupational Health Products LLC, 
a Porto Alegre, Brazil-based provider of earplugs, eyewear and hand cream. 

7) In July 2006,3M (Industrial and Transportation Business) purchased certain assets of Pinnacle Distribution Concepts Inc., a leading transportation 
management system (TMS) provider specializing in the delivery of Web-based, "on-demand" solutions. 

8) In July 2006,3M (Electro and Communications Business) purchased certain assets of SCC Products Inc. and JJ Converting LLC, both based in Sanford, 
N.C. SCC Products Etc. is a provider of flexible static control packaging and workstation products for electronic devices. JJ Converting LLC is a producer 
of films used to make static control bags. 

9) In August 2006,3M (Display and Graphics Business) purchased 100 percent of the outstanding shares of Archon Technologies Inc., a Denver, 
Colorado-based provider of enterprise software solutions for motor vehicle agencies. 

10) In August 2006,3M (Safety, Security and Protection Services Business) purchased 100 percent of the outstanding shares of Aerion Technologies, a 
Denver, Colorado-based maker of safety products, including heat stress monitors, thermal cameras and carbon monoxide detectors. 

11) In September 2006,3M (Electro and Communications Business) purchased 100 percent of the outstanding shares of Credence Technologies Inc., a 
Soquel, California-based provider of instruments and high-end monitoring equipment for electrostatic discharge control and electromagnetic compliance. 

12) In October 2006,3M (Consumer and Office Business) purchased certain assets of Nylonge Corp., a global provider of household cleaning products, 
including cellulose sponges, scrub sponges and household wipes. 

13) In October 2006,3M (Industrial and Transportation Business) purchased 100 percent of the outstanding shares of NorthStar Chemicals, Inc., a 
Cartersville, Georgia-based adhesive manufacturer. 

14) In November 2006,3M (Industrial and Transportation Business) purchased 100 percent of the outstanding shares of Global Beverage Group Inc., a 
Canadian-based provider of delivery management software solutions for the direct-store-delivery of consumer packaged goods. 

15) In November 2006, 3M (Health Care Business) purchased 100 percent of the outstanding shares of Biotrace International PLC, a Bridgend, UK-based 
manufacturer and supplier of industrial microbiology products used in food processing safety, health care, industrial hygiene and defense applications. 

16) In December 2006,3M (Electro and Communications Business) purchased certain assets of Mahindra Engineering and Chemical Products LTD, an 
India-based manufacturer of cable jointing kits and accessories. 

17) In December 2006, 3M (Health Care Business) purchased 100 percent of the outstanding shares of SoftMed Systems Inc., a Maryland-based provider of 
health information management software and services that improve the workflow and efficiency of health care organizations. 

The 2006 impact on the Consolidated Balance Sheet of the purchase price allocations related to the 2006 acquisitions and adjustments relative to other 
acquisitions within the allocation period were provided in the preceding table. 
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Year 2005 acquisitions: 

The Company acquired CUNO on August 2,2005. The operating results of CUNO are included in the Industrial and Transportation Business segment. 
CUNO is engaged in the design, manufacture and marketing of a comprehensive line of filtration products for the separation, clarification and purification 
of fluids and gases. 3M and CUNO have complementary sets of filtration technologies, creating an opportunity to bring an even wider range of filtration 
solutions to customers around the world. 3M acquired CUNO for approximately $1.36 billion, comprised of $1.27 billion of cash paid (net of cash acquired) 
and die acquisition of $80 million of debt, most of which has been repaid. 

Purchased identifiable intangible assets of $268 million for the CUNO acquisition will be amortized on a straight-line basis over lives ranging from 5 to 20 
years (weighted-average life of 15 years). In-process research and development charges from the CUNO acquisition were not material. Pro forma 
information related to this acquisition is not included because its impact on the Company's consolidated results of operations is not considered to be 
material. The allocation of the purchase price is presented in the table that follows. 

2005 CUNO ACQUISITION 
Asset (Liability) 
(Mlllionil) 
Accounts receivable $ 96 
Inventoiy 61 
Property, plant, and equipment — net 121 
Purchased intangible assets 268 
Purchased goodwill 992 
Other assets 30 
Deferred tax liability (192) 
Accounts payable and other current liabilities (104) 
Interest bearing debt (80) 
Other long-term liabilities (16) 

Net assets acquired $ 1-266 

Supplemental information; 
Cash paid $ 1,294 
Less; Cash acquired 28 
Cash paid, net of cash acquired $ 1,266 

During the year ended December 31,2005, 3M entered into two immaterial additional business combinations for a total purchase price of $27 million, net of 
cash acquired. 

1) 3M (Electro and Communications Business) purchased certain assets of Siemens Ultrasound division's flexible circuit manufacturing line, a U.S. 
operation. The acquired operation produces flexible interconnect circuits that provide electrical connections between components in electronics systems 
used primarily in the transducers of ultrasound machines. 

2) 3M (Display and Graphics Business) purchased certain assets of Mercury Online Solutions Inc., a U.S. operation. The acquired operation provides 
hardware and software technologies and network management services for digital signage and interactive kiosk networks. 

NOTE 3. Goodwill and Intangible Assets 

As discussed in Note 16 to the Consolidated Financial Statements, effective in the first quarter of2007, 3M made certain product moves between its 
business segments, which resulted in changes in the goodwill balances by business segment as presented below. For those changes that resulted in reporting 
unit changes, the Company applied the relative fair value method to determine the impact to reporting units. SFAS No. 142, "Goodwill and Other Intangible 
Assets," requires that goodwill be tested for impairment at least annually and when reporting units are changed. 

Purchased goodwill from acquisitions totaled $326 million in 2007, $55 million of which is deductible for tax purposes. Purchased goodwill from 
acquisitions totaled $536 million in 2006, $41 million of which is deductible for tax purposes. The sale of 3M's global branded pharmaceuticals business 
(Health Care) resulted in the write-off of $54 million in goodwill, which is reflected in the 2006 translation and other column below. Changes in foreign 
currency exchange rates impacted both 2007 and 2006 goodwill balances. The goodwill balance by business segment follows: 
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Goodwill 

(Milllonii) 
Industrial and Transportation 
Health Care 
Display and Graphics 
Consumer and Office 

Safety, Security and Protection Services 
Electro and Communications 
Total Company 

Dec. 31, 
2005 

Rnlrnice 

2006 
acquisition 

2006 
translation 

and 
other 

Dec. 31, 
2006 

Balance 

2007 
acquisition 

activity 

2007 
translation 

and 
Dec. 31, 

2007 

$ 1,283 $ 26 $ (7) $ 1,302 S 155 S 67 S 1,524 
559 191 (37) 713 73 53 839 
871 12 3 886 — 8 894 
71 11 7 89 — 5 94 

234 264 27 525 70 16 611 
512 32 23 567 28 32 627 

¥ 3.530 S 536 $ 16 ¥ 4.082 S 326 S 181 $ 43589 

Acquired Intangible Assets 

The carrying amount and accumulated amortization of acquired intangible assets as of December 31 follow: 

Patents $ 446 $ 419 
Other amortizable intangible assets (primarily tradenames and customer-related 

intangibles) 801 641 
Non-amortizable intangible assets (tradenames) 75 68 
Total gross cartying amount ¥ 1.322 ¥ 1.128 

Accumulated amortization — patents (305) (266) 
Accumulated amortization—other (216) (154) 

Total accumulated amortization (521) (420) 
Total intangible assets — net ¥ 801 ¥ 708 

Amortization expense for acquired intangible assets fen: the years ended December 31 follows: 

2007 2006 2005 
Amortization expense S 87 $ 89 $ 48 

Expected amortization expense for acquired intangible assets recorded as of December 31,2007 follows: 

After 
(Millions) M&8 ZM2 MIO— —Mil —M12— —M12— 
Amortization expense S 100 $ 98 $ 89 $ 81 $ 72 S 286 

The preceding expected amortization expense is an estimate. Actual amounts of amortization expense may differ from estimated amounts due to additional 
intangible asset acquisitions, changes in foreign currency exchange rates, impairment of intangible assets, accelerated amortization of intangible assets and 
other events. 

NOTE 4. Restructuring Actions and Other Exit Activities 

Restructuring Actions: 

During the fourth quarter of 2006 and the first six months of 2007, management approved and committed to undertake the following restructuring actions: 

Pharmaceuticals business actions - employee-related, asset impairment and other costs pertaining to the Company's exit of its branded 
pharmaceuticals operations. These costs included severance and benefits for pharmaceuticals business employees who are not obtaining employment with 
the buyers as well as impairment charges associated with certain assets not transferred to the buyers. 

Overhead reduction actions - employee-related costs for severance and benefits, costs associated with actions to reduce the Company's cost structure. 

Business-specific actions - employee-related costs for severance and benefits, fixed and intangible asset impairments, certain contractual obligations, 
and expenses from the exit of certain product lines. 
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Components of these restructuring actions include: 

Restructuring Actions 

fMminnrt 

Expense incurred in 2006: 
Pharmaceuticals business actions 
Overhead reduction actions 
Business-specific actions 
Total 2006 expense 

Non-cash changes in 2Q06: 
Pharmaceuticals business actions 
Overhead reduction actions 
Business—specific actions 
Total 2006 non-cash 

Cash payments in 2006: 
Pharmaceuticals business actions 
Overhead reduction actions 
Business-specific actions 
Total 2006 cash payments 

Accrued liability balances as of Dec. 31,2006: 
Pharmaceuticals business actions 
Overhead reduction actions 
Business-specific actions 
Total accrued balance 

Expenses (credits) incurred hi 2007: 
Pharmaceuticals business actions 
Overhead reduction actions 
Business-specific actions 
2007 expense 

Non-cash changes in 2007: 
Pharmaceuticals business actions 
Overhead redaction actions 
Business-specific actions 
2007 non-cash 

Cash payments in 2007: 
Pharmaceuticals business actions 
Overhead reduction actions 
Business-specific actions 
2007 cash payments 

Accrued liability balances as of Dec. 31,2007: 
Pharmaceuticals business actions 
Overhead reduction actions 
Business-specific actions 
Total accrued liability balance 

Employee-
Related Items 
And Benefits 

Contract 
Terminations 

and Other 
Asset 

Impairments -JfliaL 

$ 97 $ 8 $ 61 $ 166 
112 — 112 
34 8 83 125 

$ 243 $ 16 ¥ 144 ¥ 403 

$ (19) $ $ (61) $ (80) 
(12) — — (12) 

(4) — (83) (87) 
i (35) $ — $ (144) $ (179) 

$ $ (2) $ 
— 

$ (2) 

¥ $ (2) ¥ — ¥ (2) 

$ 78 $ 6 $ $ 84 
100 — — 100 
30 8 — 38 

¥ 208 $ 14 ¥ — $ 222 

$ (12) $ (4) $ s (16) 
2 

13 4 35 52 
s 3 $ — ¥ 35 ¥ 38 

s (21) $ 4 $ $ (17) 
(5) — — (5) 

(12) (4) (35) (51) 
$ (38) $ ¥ (35) ¥ (73) 

$ (40) $ (6) $ $ (46) 
(87) — (87) 
(26) (8) — (34) 

¥ (153) S (14) ¥ — ¥ (167) 

$ 5 $ $ $ 5 
10 — — 10 
5 — — 5 

$ 20 ¥ — $ — $ 20 
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Income statement line in which the preceding 2007 and 2006 expenses (credits) are reflected: 

{MflHans) 2002 2M6 
Cost ofsales $ 40 $ 130 
Selling, general and administrative expenses 5 198 
Research, development and related expenses (7) 75 

Total | 38 $ 403 

The amount of expenses (credits) incurred in 2007 and 2006 associated with the preceding are reflected in the Company's business segments as 
follows: 

{Millions) 20112 20116 
Industrial and Transportation $ 2 $ 15 
Healthcare (11) 293 
Display and Graphics 3 39 
Safety, Security and Protection Services 28 10 
Electro and Communications 18 46 
Corporate and Unallocated (2) — 

Total | 38 $____4Q3 

Actions with respect to the above activities were substantially completed in 2007 and additional charges and adjustments are not expected to be material. 

In connection with this targeted restructuring plan, the Company eliminated a total of approximately 1,900 positions from various functions within the 
Company. Approximately 390 positions were pharmaceuticals business employees, approximately 960 positions related primarily to corporate staff 
overhead reductions, and approximately 550 positions were business-specific reduction actions. Of the 1,900 employment reductions, about 58% are in the 
United States, 21% in Europe, 12% in Latin America and Canada, and 9% in the Asia Pacific area. As a result of the second-quarter 2007 phase-out of 
operations at a New Jersey roofing granule facility and the sale of the Company's Opticom Priority Control Systems and Canoga Traffic Detection 
businesses, the Company eliminated approximately 100 additional positions. 

Employee-related severance charges are largely based upon distributed employment policies and substantive severance plans and were reflected in the 
quarter in which management approved the restructuring actions. Severance amounts for which affected employees were required to render service in order 
to receive benefits at their termination dates were measured at the date such benefits were communicated to the applicable employees and recognized as 
expense over the employees' remaining service periods. 

Non-cash employee-related changes in 2007 and 2006 primarily relate to special termination pension and medical benefits granted to certain U.S. eligible 
employees. These pension and medical benefits were reflected as a component of the benefit obligation of the Company's pension and medical plans as of 
December 31,2007 and 2006. In addition, these changes also reflect non-cash stock option expense due to the reclassification of certain employees age 50 
and older to retiree status, resulting in a modification of their original stock option awards for accounting purposes. 

Contract termination and other charges primarily reflect costs to terminate a contract before the end of its term (measured at fair value at the time the 
Company provided notice to the counterparty) or costs that will continue to be incurred under the contract for its remaining term without economic benefit 
to the Company. 

Business-specific asset impairment charges for 2007 totaled $35 million. This included charges of $24 million related to property, plant and equipment 
associated with the Company's decision to phase-out operations at a New Jersey roofing granule facility (Safety, Security and Protection Services segment) 
and charges of $11 million ($10 million related to property, plant and equipment and $1 million related to intangible assets) related to the Company's 
decision to close an Electro and Communications facility in Wisconsin. Asset impairment charges related to intangible assets and property, plant and 
equipment reflect the excess of the assets' carrying values over their fair values. 

Asset impairment charges in 2006 associated with the pharmaceuticals business and business-specific actions include $109 million relative to property, 
plant and equipment; $30 million relative to intangible assets; and $5 million relative to other assets. Impairment charges relative to intangible assets and 
property, plant and equipment reflect the excess of the assets' carrying values over their fair values as discussed in Note 1. The pharmaceuticals business 
asset impairment charges are for certain assets not transferred to the buyers and primarily relate to the write-down of the assets to salvage value. The 
business-specific asset impairment charges primarily relate to decisions the Company made in the fourth quarter of2006 to exit certain marginal product 
lines in the Display and Graphics segment and Electro and Communications segment. 
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Other Exit Activities: 

During the second half of 2007, the Company recorded net pre-tax charges of $45 million related to exit activities. These charges related to employee 
reductions and fixed asset impairments, including the consolidation of certain flexible circuit manufacturing operations ($23 million recorded in the Electro 
and Communications segment) and other actions, primarily in the Display and Graphics segment and Industrial and Transportation segment. These charges 
were recorded in cost of sales and selling, general and administrative expenses and research, development and related expenses. 

NOTE 5. Supplemental Balance Sheet Information 

(Millions) 
Other current assets 
Product and other insurance receivables 
Deferred income taxes 
Prepaid expenses and other 

Total other current assets 

.2002 tons 

$ 220 $ 255 
428 412 
501 658 

$ 1.149 ¥ 1.325 

Investments 
Available-for-sale (fair value) $ 16 $ 14 
Equity-method 64 86 

Cash surrender value of life insurance policies, real estate and other (cost, which 
approximates fair value) 218 214 

Total investments $ 298 $ 314 

Property, plant and equipment—at cost 
Land S 303 $ 281 
Rni Mings and leasehold improvements 5,496 5,002 
Machinery and equipment 11,801 11,130 
Construction in progress 684 505 
Capital leases 106 99 
Gross property, plant and equipment 18,390 17,017 
Accumulated depreciation* (11,808) (11,110) 

Property, plant and equipment — net $ 6,582 $ 5.907 

•Includes accumulated depreciation for capital leases of $42 million for 2007 and $37 million for 2006. 

Other assets 
Product and other insurance receivables $ 318 $ 373 
Deferred income taxes 176 253 
Other 234 150 

Total other assets $ 728 $ 776 

Other current liahilities 
Accrued trade payables $ 458 $ 556 
Employee benefits and withholdings 228 168 
Deferred income 323 299 
Property and other taxes 169 176 
Product and other claims 120 115 
Non-fended pension benefits 35 31 
Deferred income taxes 22 7 
Other ^__^__409 

Total other current liabilities $ 1,833 $ 1.761 

Accounts payable (included as a separate line item in the Consolidated Balance Sheet) includes drafts payable on demand of $44 million and $65 million as 
of December 31,2007, and 2006, respectively. 
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Supplemental Balance Sheet Information (continued) 

(Minions) —anc— —amfi— 
Other liabilities 
Non-funded pension and postretirement benefits $ 1,348 $ 1,437 
Employee benefits 576 602 
Product and other claims 372 311 
Deferred income taxes 355 84 
Long term taxes payable 310 — 
Minority interest in subsidiaries 325 278 
Deferred income 36 50 
Capital lease obligations 69 65 
Other 175 138 

Total other liabilities S 3566 $ 2.965 

NOTE 6. Supplemental Stockholders' Equity and Accumulated Other Comprehensive Income Information 

Common stock ($.01 par value per share) of 3.0 billion shares is authorized, with 944,033,056 shares issued. Treasury stock is reported at cost, with 
234,877,025 shares at December 31,2007,209,670,254 shares at December 31,2006, and 189,494,669 shares at December 31,2005. Preferred stock, 
without par value, of 10 million shares is authorized but unissued. 

The components of the ending balances of accumulated other comprehensive income (loss) as of December 31 follow: 

Accumulated Other Comprehensive Income (Loss) 

(,MilliMlS,) 2M2 20116 2005. 
Cumulative translation adjustment 

(296) $ 282 Balance at January 1 S 210 $ (296) $ 282 
Pre-tax amount 456 503 (597) 
Tax effect 76 3 19 
Net of tax amount 532 506 (578) 

Balance at December 31 742 210 (296) 

Defined benefit pension plans adjustment 
(2,067) (156) (110) Balance at January 1 (2,067) (156) (110) 

Pre-tax amount 941 (3,208) (28) 
Tax effect (327) 1,297 (18) 
Net of tax amount 614 (1,911) (46) 

Balance at December 31 (1.453) (2.067) (150 

Unrealized gain (loss) on debt and equity securities 
Balance at January 1 2 3 2 

Pre-tax amount (16) (1) 2 
Tax effect 6 — (1) 
Net of tax amount (10) (1) 1 

Balance at December 31 (8) 2 3 

Unrealized gain (loss) on cash flow hedging instruments 
(42) Balance at January 1 (18) 38 (42) 

Pre-tax amount (24) (85) 126 
Tax effect 14 29 (46) 
Net of tax amount (10) (56) 80 

Balance at December 31 (28) (18) 38 

Total accumulated other comprehensive income (loss) 
Balance at January 1 (1,873) (411) 132 

Pre-tax amount 1,374 (2,791) (497) 
Tax effect (248) 1.329 (46) 
Net of tax amount 1.126 (1.462) (543) 

Balance at December 31 S (747) $ (1.873) $ (411) 
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In September 2006, the FASB issued SFAS No. 158, "Employers' Accounting for Defined Benefit Pension and Other Postretirement Plans, an amendment 
of FASB Statements No. 87, 88, 106 and 132(R)." This standard eliminated the requirement for a "minimum pension liability adjustment" that was 
previously required under SFAS No. 87 and required employers to recognize the underfunded or overfiinded status of a defined benefit plan as an asset or 
liability in its statement of financial position. In 2006, as a result of the implementation of SFAS No. 158, the Company recognized an after-tax decrease in 
accumulated other comprehensive income of $1,187 billion and $513 million for the U.S. and International pension benefit plans, respectively, and $218 
million for the postretirement health care and life insurance benefit plan. See Note 11 for additional detail. 

Reclassification adjustments are made to avoid double counting in comprehensive income items that are also recorded as part of net income. In 2007, as 
disclosed in the net periodic benefit cost table in Note 11, $198 million pre-tax ($123 million aftertax) were reclassified to earnings from accumulated 
other comprehensive income to pension and postretirement expense in die income statement. These pension and postretirement expense amounts are shown 
in the table in Note 11 as amortization of transition (asset) obligation, amortization of prior service cost (benefit) and amortization of net actuarial (gain) 
loss. Other reclassification adjustments (except for cash flow hedging instruments adjustments provided in Note 12) were not material. No tax provision has 
been made for the translation of foreign currency financial statements into U.S. dollars. 

NOTE 7. Supplemental Cash Flow Information 

IMIIIImwl 2007 
Cash income tax payments 
Cash interest payments 
Capitalized interest 

1,999 
162 

25 

-21106- 2005 
1,842 

119 
16 

1,277 
79 
12 

Individual amounts in the Consolidated Statement of Cash Flows exclude the impacts of acquisitions, divestitures and exchange rate impacts, which are 
presented separately. "Other — net" in the Consolidated Statement of Cash Flows within operating activities in 2007 and 2006 includes changes in 
liabilities related to 3M's restructuring actions (Note 4) and in 2005 includes the non-cash impact of adopting FIN 47 ($35 million cumulative effect of 
accounting change). 

Transactions related to investing and financing activities with significant non-cash components are as follows: In 2007, 3M purchased certain assets of 
Diamond Productions, Inc. for approximately 150 thousand shares of 3M common stock, which has a market value of approximately $13 million at the 
acquisition's measurement date. Liabilities assumed from acquisitions are provided in the tables in Note 2. 
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NOTE 8. Income Taxes 

Income Before Income Taxes, Minority Interest and Cumulative Effect of Accounting 

2fKI7 2000 2005 
United States $ 2,820 $ 3,191 $ 2,604 
International 3.295 2.434 2.224 

Total s_ 6.115 S 5,625 $ 4,828 

Provision for Income Taxes 
2007 2000 2005 

Currently payable 
Federal $ 1,116 $ 1,087 $ 709 
State 58 128 82 
International 779 824 704 

Deferred 
Federal (105) (261) 127 
State 1 (24) 11 
International 115 (31) (6) 
Total s 1.964 1,723 1 1.627 

Components of Deferred Tax Assets and Liabilities 
2007 2000 

Accruals not currently deductible 
Employee benefit costs $ 240 $ 206 
Product and other claims 258 190 

Pension costs (99) 478 
Restructuring costs 2 66 
Stock-based compensation 377 335 
Product and otto insurance receivables (154) (156) 
Accelerated depreciation (403) (541) 
Other 6 (4) 

Net deferred tax asset (liability) s 227 574 

RBEtmcillatitin nf KffccttYS Innqme Tax Rate 2007 2006 2005 
Statutory U.S. tax rate 
State income taxes — net of federal benefit 
International income taxes—net 
Jobs Act repatriation 

U.S. business credits 
Reserves for tax contingencies/return to provision 
Gain on sale of pharmaceuticals business 
Restructuring actions 
In-process research and development write-off 
Medicare Modernization Act 
Domestic Manufacturer's deduction 
All oilier—net 

Effective worldwide tax rate 

35.0% 
0.9 

(2.8) 

(0.3) 
0.4 

0.1 

(0.4) 
(0.8) 

3533% 
1.0 

(15) 

(0.9) 
(0.3) 
(2.7) 
0.4 

(0.3) 
0.6 

(0-4) 
(0.3) 

3531% 
1.3 

(2.2) 
1.6 

(133) 
(0.4) 

(03) 
(0.2) 
(0.13 

32.1% 30.6% 33.7% 
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The Company files income tax returns in the U.S. federal jurisdiction, and various states and foreign jurisdictions. With few exceptions, the Company is no 
longer subject to U.S. federal, state and local, or non-U.S. income tax examinations by tax authorities for years before 1999. It is anticipated that its 
examination for the Company's U.S. income tax returns for the years 2002 through 2004 will be completed by the end of first quarter 2008. As of 
December 31,2007, the IRS has proposed adjustments to the Company's tax positions for which the Company is fully reserved. Payments relating to any 
proposed assessments arising from the 2002 through 2004 audit may not be made until a final agreement is reached between the Company and the IRS on 
such assessments or upon a final resolution resulting from the administrative appeals process or judicial action. In addition to the U.S. federal examination, 
there is also limited audit activity in several U.S. state and foreign jurisdictions. Currently, the Company expects the liability for unrecognized tax benefits 
to change by an insignificant amount during the next 12 months. 

The Company adopted the provisions of FASH Inteipretation No. 48, "Accounting for Uncertainty in Income Taxes," on Januaiy 1,2007. As a result of the 
implementation of Interpretation 48, the Company recognized an immaterial increase in the liability for unrecognizeid tax benefits, which was accounted for 
as a reduction to the January 1,2007, balance of retained earnings. A reconciliation of the beginning and ending amount of gross unrecognized tax benefits 
("UTB") is as follows: 

Federal, State, 
fMIIHnnrt and Foreign Tai 
Gross UTB Balance at January 1,2007 $ 691 

Additions based on tax positions related to the current year 79 
Additions for tax positions of prior years 143 
Reductions for tax positions of prior years (189) 
Settlements (24) 
Reductions due to lapse of applicable statute of limitations (20) 

Gross UTB Balance at December 31,2007 $ 680 

Net UTB impacting the effective tax rate at December 31,2007 $ 334 

The total amount of unrecognized tax benefits that, if recognized, would affect the effective tax rate as of January 1,2007 and December 31,2007, 
respectively, are $261 million and $334 million. The ending net UTB results from adjusting the gross balance at December 31,2007 for items such as 
Federal, State, and non-U.S. deferred items, interest and penalties, and deductible taxes. The net UTB is included as components of Accrued Income Taxes 
and Other Liabilities within the Consolidated Balance Sheet. 

The Company recognizes interest and penalties accrued related to unrecognized tax benefits in tax expense. At January 1,2007 and December 31, 2007, 
accrued interest and penalties on a gross basis were $65 million and $69 million, respectively. Included in these interest and penalty amounts is interest and 
penalties related to tax positions for which the ultimate deductibility is highly certain but for which there is uncertainty about the timing of such 
deductibility. Because of the impact of deferred tax accounting, other than interest and penalties, the disallowance of the shorter deductibility period would 
not affect the annual effective tax rate but would accelerate the payment of cash to the taxing authority to an earlier period. 

In 2007, the Company completed the preparation and filing of its 2006 U.S. federal and state income tax returns, which did not result in any material 
changes to the Company's financial position. In 2006, an audit of the Company's U.S. tax returns for years through 2001 was completed. The Company and 
the Internal Revenue Service reached a final settlement for these years, including an agreement on the amount of a refund claim to be filed by the Company. 
The Company also substantially resolved audits in certain European countries. In addition, the Company completed the preparation and filing of its 2005 
U.S. federal income tax return and the corresponding 2005 state income tax returns. The adjustments from amounts previously estimated in the U.S. federal 
and state income tax returns (both positive and negative) included lower U.S. taxes on dividends received from the Company's foreign subsidiaries. The 
Company also made quarterly adjustments (both positive and negative) to its reserves for tax contingencies. Considering the developments noted above and 
other factors, including the impact on open audit years of the recent resolution of issues in various audits, these reassessments resulted in a reduction of the 
reserves in 2006 by $ 149 million, inclusive of the expected amount of certain refund claims. 

In 2005, the Company announced its intent to reinvest $1.7 billion of foreign earnings in the United States pursuant to die provisions of the American Jobs 
Creation Act of 2004. This Act provided the Company the opportunity to tax-
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efficiently repatriate foreign earnings for U.S. qualifying investments specified in its domestic reinvestment plan. As a consequence, in 200S, 3M recorded a 
charge of $75 million. 

The Company made discretionary contributions to its U.S. qualified pension plan of $200 million in 2007, $200 million in 2006, and $500 million in 2005. 
The current income tax provision includes a benefit for the pension contributions; the deferred tax provision includes a cost for the related temporary 
difference. 

As a result of certain employment commitments and capital investments made by 3M, income from manufacturing activities in certain countries is subject to 
reduced tax rates or, in some cases, is exempt from tax for years through 2014. The income tax benefits attributable to the tax status of these subsidiaries are 
estimated to be $47 million (6 cents per diluted share) in 2007, $20 million (3 cents per diluted share) in 2006, and $23 million (3 cents per diluted share) in 
2005. 

The Company has not provided deferred taxes on unremitted earnings attributable to international companies that have been considered to be reinvested 
indefinitely. These earnings relate to ongoing operations and were approximately $5.7 billion as of December 31,2007. Because of the availability of U.S. 
foreign tax credits, it is not practicable to determine the income tax liability that would be payable if such earnings were not indefinitely reinvested. 

NOTE 9. Marketable Securities 

The Company invests in asset-backed securities, agency securities, corporate medium-term note securities, auction rate securities and other securities. The 
following is a summary of amounts recorded on the Consolidated Balance Sheet for marketable securities (current and non-current) at December 31,2007. 

OUDisiul Ptc.31.2W7 
Agency securities $ 260 
Asset-backed securities 186 
Other securities 133 

Current marketable securities 579 

Asset-backed securities 267 
Cotporate medium-tetm notes securities 112 
Agency securities 56 
Auction rate securities 16 
Other securities 29 

Non-current marketable securities 480 

Total marketable securities $ 1.059 

Classification of marketable securities as current or non-current is dependent upon management's intended holding period, the security's maturity date and 
liquidity considerations based on market conditions. If management intends to hold the securities for longer than one year as of the balance sheet date, they 
are classified as non-current. The fair value of marketable securities approximates cost, except for certain auction rate securities discussed in the next 
paragraph. Gross unrealized gains and losses for marketable securities were not material as of December 31,2007 and 2006; however, in 2007 the Company 
did have both realized and unrealized losses associated with auction rate securities as discussed below. Gross realized gains and losses on sales of 
marketable securities were not material for 2007,2006 or 2005, but in 2007 pre-tax gains totaled approximately $7 million. Cost of securities sold or 
reclassified use the first in, first out (FIFO) method. Since these marketable securities are classified as available-for-sale securities, changes in fair value 
will flow through other comprehensive income, with amounts reclassified out of other comprehensive income into earnings upon sale or 
"other-than-temporary" impairment (as discussed below). 

3M has a diversified marketable securities portfolio of $1,059 billion as of December 31,2007. Within this portfolio, current and long-term asset-backed 
securities (estimated fair value of $453 million) are primarily comprised of interests in automobile loans and credit cards, with only $27 million invested in 
interests in mortgage-backed securities or home equity loans. 3M's marketable securities portfolio also includes auction rate securities (estimated fair value 
of $16 million) that represent interests in collateralized debt obligations, which are collateralized by pools of residential and commercial mortgages, and 
interests in investment grade credit default swaps. During the second half of2007, these auction rate securities failed to auction due to sell orders exceeding 
buy orders. Liquidity for these auction-rate securities is typically provided by an auction process that resets the applicable interest rate at pre-determined 
intervals, 
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usually every 7,28, 35, or 90 days. The funds associated with failed auctions will not be accessible until a successful auction occurs or a buyer is found 
outside of the auction process. Based on broker-dealer valuation models and an analysis of other-than-temporary impairment factors, auction rate 
securities with an original par value of approximately $34 million were written-down to an estimated fair value of $ 16 million as of December 31,2007. 
This write-down resulted in an "other-than-temporary" impairment charge of approximately $8 million (pre-tax) included in net income and a temporary 
impairment charge of $10 million (pre-tax) reflected as an unrealized loss within other comprehensive income for 2007. As of December 31,2007, these 
investments in auction rate securities have been in a loss position for less than six months. These auction rate securities are classified as non-current 
marketable securities as of December 31,2007 as indicated in the preceding table. 

3M reviews impairments associated with the above in accordance with Emerging Issues Task Force (EITF) 03-1 and FSP SFAS 115-1 and 124-1, "The 
Meaning of Other-Than-Temporary-Impairment and Its Application to Certain Investments," to determine the classification of the impairment as 
"temporary" or "other-than-temporary." A temporary impairment charge results in an unrealized loss being recorded in the other comprehensive income 
component of stockholders' equity. Such an unrealized loss does not reduce net income for the applicable accounting period because the loss is not viewed 
as other-than-temporary. The company believes that a portion of the impairment of its auction rate securities investments is temporary and a portion is 
other-than-temporary. The factors evaluated to differentiate between temporary and other-than-temporary include the projected future cash flows, credit 
ratings actions, and assessment of the credit quality of the underlying collateral. 

The balance at December 31,2007 for marketable securities and short-term investments by contractual maturity are shown below. Actual maturities may 
differ from contractual maturities because the issuers of the securities may have the right to prepay obligations without prepayment penalties. 

(Millions) :— 
Due in one year or less 
Due after one year through three years 
Due after three years through five years 
Due after five years 

$ 231 
545 
221 
62 

Total marketable securities $ 1,059 
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NOTE 10. Long-Term Debt and Short-Term Borrowings 

Long-term debt and short-term borrowings as of December 31 consisted of the following (with interest rates as of December 31, 2007): 

Long-Term Debt 
(Millions) 
Description / Principal Amount 
Eurobond (625 million Euros) 
30-year bond ($750 million) 
Eurobond (400 million Euros) 
Medium-term note ($500 million) 
Medium-term note ($400 million) 
Dealer remarketable securities ($350 million) 
30-year debenture ($330 million) 
Convertible notes ($252 million) 
Floating rate note ($100 million) 
ESOP debt guarantee ($87 million) 
Floating rate note ($62 million) 
Other borrowings 
Total long-term debt 
Less: current portion of long-term debt 
Long-term debt (excluding current portion) 

Currency/ 
Fixed vs. 

Effective 
Interest 
Rate* 

Maturity 
Date 2007 2006 

Euro Fixed 4.98% 2014 919 
USD Fixed 5.73% 2037 747 — 

Euro Floating 4.45% 2014 591 — 

USD Fixed 4.67% 2012 500 — 

USD Floating 4.84% 2009 408 400 
USD Fixed 5.83% 2010 350 350 
USD Fixed 5.75% 2028 350 354 
USD Fixed 0.50% 2032 222 542 

USD Floating 4.56% 2041 100 100 
USD Fixed 5.62% 2008-2009 87 127 

USD Floating 4.64% 2044 62 62 
Various 4.27% 2008-2040 223 226 

$ 4,559 $ 2,161 
540 1.114 

4.019 $ 1.047 

Short-Term Borrowings and 
Current Portion of Long-Term Debt 
(Minions) 
Current portion of long-term debt 
Non-U.S. dollar commercial paper 
U.S. dollar commercial paper 
Other borrowings 

Total short-term borrowings and current portion of long-term debt 

Effective 
Interest Rate* 

5-37% 
4.60% 

7.57% 

$ 540 $ 1,114 
349 314 

— 1,035 
12 43 

901 2.506 

Weighted-Average Effective Interest Rate* 

Total 
At December 31 2(107 -21106-
Short-term 
Long-term 

5.10% 
4.48% 

-2002-
F.Yclndlnn F.SOP Debt 

-2006-
4.65% 
3.67% 

5.07% 
4.47% 

4.63% 
3.49% 

* Debt tables reflect the effects of interest rate swaps at December 31; weighted-average effective interest rate table reflects the combined effects of interest 
rate and currency swaps at December 31. 

Maturities of long-term debt for the five years subsequent to December 31,2007 are as follows (in millions): 

2008 2ooi> 2010 2011 2012 Thereafter —Xalal— 
$ 540 $ 477 $ 24 $ — $ 500 $ 3,018 $ 4,559 

Long-teim debt payments due in 2008 include $350 million of dealer remarketable securities (final maturity 2010) and $62 million of floating rate notes 
(final maturity 2044). These securities are classified as current portion of long-term debt as the result of put provisions associated with these debt 
instruments. 

The ESOP debt is serviced by dividends on stock held by the ESOP and by Company contributions. These contributions are not reported as interest expense, 
but are reported as an employee benefit expense in the Consolidated Statement of Income. Other borrowings includes debt held by 3M's international 
companies and floating 
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rate notes in the United States, with the long-term portion of this debt primarily composed of U.S. dollar floating rate debt. 

At December 31,2007, certain debt agreements ($350 million of dealer remarketable securities and $87 million of ESOP debt) had ratings triggers 
(BBB-/Baa3 or lower) that would require repayment of debt. The Company has an AA credit rating from Standard & Poor's, with a stable outlook, and an 
Aal credit rating from Moody's Investors Service, with a negative outlook. On April 30,2007, the Company replaced its $565 million credit facility with a 
new $1.5 billion five-year credit facility, which has provisions for the Company to request an increase of the facility up to $2 billion (at the lenders' 
discretion), and providing for up to $150 million in letters of credit. As of December 31,2007, there are $ 110 million in letters of credit drawn against the 
facility. Under the new credit agreement, 3M is required to maintain its EBITDA to Interest Ratio as of the end of each fiscal quarter at not less than 3.0 to 
1. This is calculated (as defined in the agreement) as the ratio of consolidated total EBITDA for the four consecutive quarters then ended to total interest 
expense on all funded debt for the same period. At December 31,2007, this ratio was approximately 35 to 1. At December 31,2007, available short-term 
committed lines of credit internationally totaled approximately $67 million, of which approximately $13 million was utilized. Debt covenants do not restrict 
the payment of dividends. 

The Company has a "well-known seasoned issuer" shelf registration statement, effective February 24,2006, to register an indeterminate amount of debt or 
equity securities for future sales. On June 15,2007, the Company registered 150,718 shares of the Company's common stock under this shelf on behalf of 
and for the sole benefit of the selling stockholders in connection with the Company's acquisition of assets of Diamond Productions, Inc. The Company 
intends to use the proceeds from future securities sales off this shelf for general corporate purposes. In connection with this shelf registration, in June 2007 
the Company established a medium-term notes program through which up to $3 billion of medium-term notes may be offered. In December 2007, 3M 
issued a five-year, $500 million, fixed rate note with a coupon rate of 4.65% under this medium-term notes program. This program has a remaining 
capacity of $2.5 billion as of December 31,2007. 

In September 2003, the Company filed a shelf registration statement with the Securities and Exchange Commission relating to the potential offering of debt 
securities of up to $ 1.5 billion. This shelf registration became effective in October 2003. In December 2003, the Company established under the shelf a 
medium-term notes program through which up to $ 1.5 billion of medium-term notes may be offered. In March 2007, the Company issued a 30-year, $750 
million, fixed rate note with a coupon rate of 5.70%. In November 2006,3M issued a three-year, $400 million, fixed rate note. The Company entered into 
an interest rate swap to convert this to a rate based on a floating LIBOR index. In December 2004,3M issued a 40-year, $62 million, floating rate note, with 
the rate based on a floating LIBOR index. This $1.5 billion medium term notes program was replaced by the $3 billion program established in June 2007. 

In July 2007,3M issued a seven year 5.0% fixed rate Eurobond for an amount of 750 million Euros (approximately $1.102 billion in U.S. Dollars at 
December 31, 2007). Upon debt issuance in July 2007,3M completed a fixed-to-floating interest rate swap on a notional amount of400 million Euros as a 
fair value hedge of a portion of the fixed interest rate Eurobond obligation. In December 2007,3M reopened the existing seven year 5.0% fixed rate 
Eurobond for an additional amount of 275 million Euros (approximately $404 million in U.S. Dollars at December 31,2007). This security was issued at a 
premium and was subsequently consolidated with the original security on January 15, 2008. 

3M may redeem its 30-year zero-coupon senior notes (the "Convertible Notes") at any time in whole or in part, beginning November 21,2007, at the 
accreted conversion price; however, bondholders may convert upon notification of redemption each of the notes into 9.4602 shares of 3M common stock. 
Holders of the 30-year zero-coupon senior notes have the option to require 3M to purchase their notes at accreted value on November 21 in the years 2005, 
2007,2012,2017,2022 and 2027. In November 2005,22,506 of the 639,000 in outstanding bonds were redeemed, resulting in a payout from 3M of 
approximately $20 million. In November 2007, an additional 364,598 outstanding bonds were redeemed resulting in a payout from 3M of approximately 
$322 million. These payouts reduced (he Convertible Notes' face value at maturity to $252 million, which equates to a book value of approximately $222 
million at December 31, 2007. As disclosed in a Form 8-K. in November 2005,3M amended the terms of these securities to pay cash at a rate of 2.40% per 
annum of the principal amount at maturity of the Company's Convertible Notes, which equates to 2.75% per annum of the notes' accreted value on 
November 21,2005. The cash interest payments were made semiannually in arrears on May 22,2006, November 22,2006, May 22,2007 and 
November 22,2007 to holders of recoid on the 15th calendar day preceding each such interest payment date. Effective November 22,2007, the effective 
interest rate reverted back to the original yield of 0.50%. 

3M originally sold $639 million in aggregate face amount of these "Convertible Notes" on November 15,2002, which are convertible into shares of 3M 
common stock. The gross proceeds from the offering, to be used for general corporate puposes, were $550 million ($540 million net of issuance costs). 
Debt issuance costs were amortized on a straight-line basis over a three-year period beginning in November 2002. On February 14,2003,3M registered 
these Convertible Notes in a registration statement filed with the Securities and Exchange Commission. The terms of the 
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Convertible Notes include a yield to maturity of .50% and an initial conversion premium of 40% over the $65.00 (split-adjusted) closing price of 3M 
common stock on November 14,2002. If certain conditions for conversion (relating to the closing common stock prices of 3M exceeding the conversion 
trigger price for specified periods) are met, holders may convert each of the 30-year zero-coupon senior notes into 9.4602 shares of 3M common stock in 
any calendar quarter commencing after March 31,2003. The conversion trigger price for die fourth quarter of 2007 was $121.21 per share. If the conditions 
for conversion are met, and 3M elects not to settle in cash, the 30-year zero-coupon senior notes will be convertible in the aggregate into approximately 2.4 
million shares of 3M common stock. The conditions for conversion related to the Company's Convertible Notes have never been met. If the conditions for 
conversion are met, 3M may choose to pay in cash and/or common stock; however, if this occurs, the Company has the intent and ability to setde this debt 
security in cash. Accordingly, there was no impact on 3M's diluted earnings per share. 

In December 2007, the Company's $350 million of dealer remarketable securities were remarketed for one year. They were reissued with a fixed coupon 
rate of 5.83%. These securities, which are classified as current portion of long-term debt, were issued in December 2000. The remarketable securities can 
be remarketed annually, at the option of the dealer, for a year each time, with a final maturity date of December 2010. In the second quarter of 2007, 3M 
repurchased $42 million in floating rate notes due in 2037 at par as the bondholder exercised put provisions associated with this debt instrument. 

NOTE 11. Pension and Postretiremen! Benefit Plans 

3M has various company-sponsored retirement plans covering substantially all U.S. employees and many employees outside the United States. Pension 
benefits associated with these plans generally are based on each participant's years of service, compensation, and age at retirement or termination. In 
addition to providing pension benefits, the Company provides certain postretirement health care and life insurance benefits for substantially all of its U.S. 
employees who reach retirement age while employed by the Company. Most international employees and retirees are covered by government health care 
programs. The cost of company-provided postretirement health care plans for international employees is not material and is combined with U.S. amounts. 

The Company's pension funding policy is to deposit with independent trustees amounts allowable by law. Trust funds and deposits with insurance 
companies are maintained to provide pension benefits to plan participants and their beneficiaries. There are no plan assets in die non-qualified plan due to 
its nature. For its U.S. postretirement health care and life insurance benefit plans, the Company has set aside amounts at least equal to annual benefit 
payments with an independent trustee. 

In August 2006, die Pension Protection Act (PPA) was signed into law in the U.S. The PPA increases the funding target for defined benefit pension plans to 
100% of the target liability. The PPA transition rules require a funding liability target of 92% in 2008, reaching 100% by 2011. 3M's U.S. qualified defined 
benefit plans are funded in excess of the applicable transition funding liability target for 2008; therefore, the Company expects that the plans will not be 
subject to the minimum required contribution of the PPA and its transition rules will not have a material impact on expected future contributions. 

In September 2006, the FASB issued SFAS No. 158, "Employers' Accounting for Defined Benefit Pension and Other Postretirement Plans, an amendment 
of FASB Statements No. 87,88,106 and 132(R)." This standard requires employers to recognize the underfunded or overfunded status of defined benefit 
pension and postretirement plans as an asset or liability in its statement of financial position, and recognize changes in the funded status in the year in which 
the changes occur through accumulated other comprehensive income, which is a component of stockholders' equity. This standard also eliminates the 
requirement for Additional Minimum Pension Liability (AML) required under SFAS No. 87. As a result of the application of SFAS No. 158 as of 
December 31,2006, 3M reversed assets of $2.515 billion and increased liabilities by $703 million. These liabilities were offset to accumulated other 
comprehensive income and deferred taxes. In 2006, as a result of the implementation of SFAS No. 158, the Company recognized an after-tax decrease in 
accumulated other comprehensive income of $ 1.187 billion and $513 million for the U.S. and International pension benefit plans, respectively, and $218 
million for the postretirement health care and life insurance benefit plan. 
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The following illustrates the adjustments to the Balance Sheet to record the initial adoption of the SFAS No. 158 funded status as of December 31,2006: 

(Millions! 
Prepaid Pension/(accrued pension liability) 

Intangible asset 
Deferred tax asset 

Accumulated other comprehensive income, net of 
tax 

Accumulated other comprehensive income, 
pre-tax 

With AML 
from MUS 

2,111 
24 
98 

156 

254 

AML 
adjustment 

15 
(5) 
(3) 

(7) 

(10) 

Pre-SFAS 
No. 158 

with AML 
adjustments 

2,126 
19 
95 

149 

244 

SFAS 
NoJ58 

adoption 
adjustments 

Post 
SFAS 

No. 158 
(3,199) 

(19) 
1,300 

1,918 

(1,073) 

1,395 

2,067 

3.462 

Following is a reconciliation of the beginning and ending balances of the benefit obligation and the fair value of plan assets as of December 31: 

nvrniinmi 
Change in benefit obligation 

Benefit obligation at beginning of year 
Acquisitions 
Service cost 
Interest cost 
Participant contributions 
Foreign exchange rate changes 
Plan amendments 
Actuarial (gam) loss 
Medicare Part D Reimbursement 
Benefit payments 
Settlements, curtailments, special termination 

benefits and other 
Benefit obligation at end of year 

Change in plan assets 
Fair value of plan assets at beginning of year 
Acquisitions 
Actual return on plan assets 
Company contributions 
Participant contributions 
Foreign exchange rate changes 
Benefit payments 
Settlements, curtailments, special termination 

benefits and other 
Fair value of plan assets at end of year 

Funded status at end of year 

Qualified and Non-qualified 
Pension Benefit!! 

Postretirement 
Benefits 

28117 2006 2007 2006 2007 2006 

10,149 $ 10,052 $ 4,450 $ 3,884 $ 1,841 $. 1,918 
— — 3 22 — — 

192 196 125 124 57 58 
568 539 228 183 104 104 

— — 4 4 47 41 
— — 337 365 14 — 

18 2 17 (1) (98) (157) 
(154) (142) (114) 26 (16) 35 

— — — 10 10 
(565) (530) (175) (146) (159) (168) 

7 32 (19) 01) 9 
* 10.215 10.149 $ 4.856 ? 4.450 S 1.809 $ 1.841 

10,060 9,285 $ 3,970 3340 $ 1337 1339 

1,376 1,072 188 325 127 188 
225 233 151 115 3 37 
— — 4 4 47 41 
— — 300 316 — — 

(565) (530) (175) (146) (159) (168) 

(15) (5) 
$ 11.096 10.060 $ 4.424 ? 3.970 S 1355 ? 1337 
s 881 (89) $ (432) $ (480) S (454) $ (5041 
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Qualified and Non-qualified Postrctirement 
Pension Benefits Benefits 

iMtlilnnsi 
Amounts recognized in the Consolidated Balance Sheet as of 

Dec. 31, 
Non-current assets 
Accrued benefit cost 
Current liabilities 
Non-current liabilities 
Ending balance 
Amounts recognized in accumulated other comprehensive 

income as of Dec. 31, 
Net transition obligation (asset) 
Net actuarial loss (gain) 
Prior service cost (credit) 
Ending balance 

2007 200S 2007 200A 2007 20*16 

$ 1,246 $ 269 $ 132 $ 126 $ $ 

(27) (26) (6) (5) (2) — 

(338) (332) (558) (601) (452) (504) 
¥ OP

 
00

 
*

*
 

r
 

(89) $ (432) $ (480) $ (454) $ (504) 

$ — $ $ 1 $ 3 $ $ 
1,210 2J&2J 884 899 768 874 

68 64 (45) (65) (365) (339) 
$ 1.278 $ 2.091 ¥ 840 $ 837 S 403 I 535 

The accumulated benefit obligation of the U.S. pension plans was $9,643 billion and $9.56u ouuon at December 31,2007 and 2006, respectively. The 
accumulated benefit obligation of the international pension plans was $4,421 billion and $3,756 billion at December 2007 and 2006, respectively. 

The U.S. nonqualified pension plan had a projected benefit obligation of $360 million and $354 million, respectively, as of December 31,2007 and 2006, 
and has no plan assets due to the nature of the plan. The accumulated benefit obligation of the nonqualified pension plan is equal to the projected benefit 
obligation. 

The following amounts relate to international pension plans with proj ected benefit obligations in excess of plan assets as of December 31: 

fMillinnsI 2flfiZ 211116 
Projected benefit obligation $ 4,346 $ 3,680 
Accumulated benefit obligation 3,989 3,049 
Far value of plan assets 3.782 3,073 

The following amounts relate to international pension plans with accumulated benefit obligations in excess of plan assets as of December 31: 

(Millions) 21102 2006—_ 
Projected benefit obligation $ 3,497 $ 1,020 
Accumulated benefit obligation 3,271 854 
Fair value of plan assets 2,984 . 578 
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Components of net periodic benefit cost and other supplemental information for the years ended December 31 follow: 

Components of net periodic benefit 
cost and other amounts recognizedin other 
comprehensive income 
fltfilliiuu) 

Qualified and Non-qualified 
Pension Benefits 

_2ML 
United States 

_2QUL ZOOS 2007 
International 

2000 200S 

Postretirement 
Benefits 

2007 2000 2005 

Service cost 
Interest cost 
Expected return on plan assets 
Amortization of transition (asset) obligation 
Amortization of prior service cost (benefit) 
Amortization of net actuarial (gain) loss 

Net periodic benefit cost 
Settlements, curtailments, special termination 

benefits and other 
Net periodic benefit cost alter settlements, 

curtailments, special termination benefits and 
other 

$ 192 $ 196 $ 177 $ 125 $ 124 $ 102 $ 57 $ 58 $ 53 
568 539 502 228 183 177 104 104 101 

(840) (764) (665) (290) (245) (217) (107) (103) (93) 
— —— 3 3 4 — —-* 

14 13 13 (2) (3) (3) (72) (50) (39) 
126 202 179 55 63 58 74 84 84 

$ 60 $ 186 $ 206 $ 119 $ 125 $ 121 S 56 $ 93 $ 106 

7 32 6 4 4 (2) 9 

$ 67 $ 218 $ 212 $ 123 $ 129 119 S 65 $ 93 $ 106 

The estimated amortization from accumulated other comprehensive income into net periodic benefit cost in 2008 follows: 

Amounts expected to be amortized from accumulated other 
comprehensive income into net periodic benefit costs over 
next fiscal year 
fMifiionsl 

Amortization of transition (asset) obligation 
Amortization of prior service cost (benefit) 
Amortization of net actuarial (gain) loss 

Qualified and Non-qualified Pension 
Benefits 

United States International 

15 
58 
73 

Other supplemental information for the years ended December 31 follows: 

Weighted-average assumptions used 
to determine benefit nhHrations 

Discount rate 
Compensation rate increase 

2007 
United States 

Qualified and Non-qualified 
Ftnainn Benefits 

im 2005 mi 
Inlcrnalinnal 

_2MJL 

6.00% 
430% 

5.75% 
4.30% 

5.50% 
4.30% 

539% 
3.82% 

41 

Postretirement 
Benefits 

3 
(2) 

_40 

2005 

4.88% 
3.67% 

(85) 
59 

J26) 

Postretirement 
Jknsffla 

2007 2000 JML. 

4.50% 
3.52% 

6.00% 
N/A 

5.75% 
N/A 

5.50% 
N/A 

Weighted-average assumptions used 
to determine net cost for year, ended 

Discount rate 
Expected return on assets 
Compensation rate increase 

2807 2"no 2005 

5.75% 5.50% 
8.75% 8.75% 
430% 4.30% 

2007 

5.75% 
8.75% 
430% 

2000 

438% 
7.19% 
3.67% 

2005 

430% 
7.20% 
3.52% 

2007 

4.88% 
7.08% 
3.55% 

2000 2005 

5.75% 
8.60% 
N/A 

5.50% 5.75% 
8.60% 8.60% 
N/A N/A 

As of December 31,2005, the Company converted to the RP (Retirement Plans) 2000 Mortality Table for calculating the year-end 2005 U.S. pension and 
postretirement obligations and 2006 expense. The impact of this change increased the year-end 2005 U.S. Projected Benefit Obligations for pension by 
$385 million, the year-end 2005 U.S. Accumulated Benefit Obligations for pension by $349 million and the 2005 U.S. Accumulated Postretirement Benefit 
Obligation by $93 million. This change also increased pension expenses for 2006 by $64 million and postretirement expenses by $17 million. 
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The Company reviews external data and its own historical trends for health care costs to determine the health care trend rates for the postretirement medical 
plans. As of December 31, 2006, the Company modified its health care trend rates assumption by raising the rate and separating the trend rates used for plan 
participants less than 65 years of age and plan participants 65 years of age or older. The separation of the trend rates reflects the higher costs associated with 
prescription drugs in the 65 or older age group. The assumed health care trend rates as of December 31 are as follows: 

2HZ 2!M 
Assumed health care trend rates EtfcfiS EfiStfiS Prt~65 £&St=fiS 

Health care cost trend rate used to determine benefit 
obligations 8.50% 9.75% 9.00% 10.25% 

Rate that the cost trend rate is assumed to decline to 
(ultimate trend rate) 5.00% 5.00% 5.00% 5.00% 
Yeats to Ultimate Trend Rate 8 8 9 9 

The assumed health care trend rates shown above reflect 3M's expected medical and drug claims experience. The Company has developed certain 
long-teim strategies to help offset trend rates through care management, strategic sourcing activities and plan design. A one percentage point change in 
assumed health cost trend rates would have the following effects: 

Health Care Cost One Percentage One Percentage 
tMiiiinm) Paint Increase Point Decrease 
Effect on total of service and interest cost $ 23 $ (19) 
Effect on postretirement benefit obligation 195 (1651 

3M's investment strategy for its pension and postretirement plans is to manage the plans on a going-concern basis. The primary goal of the funds is to meet 
the obligations as required. The secondary goal is to earn the highest rate of return possible, without jeopardizing its primary goal, and without subjecting 
the Company to an undue amount of contribution rate volatility. Fund returns are used to help finance present and future obligations to the extent possible 
within actuarially determined funding limits and tax-determined asset limits, thus reducing die level of contributions 3M must make. 

3M does not buy or sell any of its own stock as a direct investment for its pension and other postretirement benefit funds. However, due to external 
investment management of the firnds, the plans may indirectly buy, sell or hold 3M stock. The aggregate amount of the shares would not be considered to be 
material relative to the aggregate fund percentages. 

For the U.S. pension plan, the Company's assumption for the expected return on plan assets was 8.75% in 2007. The Company is lowering the 2008 
expected return on plan assets for its U.S. pension plan by 0.25 percentage points to 8.50%. This will reduce 2008 expected pension income by 
approximately $26 million. Projected returns are based primarily on broad, publicly traded equity and fixed-income indices and forward-looking estimates 
of active portfolio and investment management. As of December 31,2007, the Company's 2008 expected long-term rate of return on U.S. plan assets is 
based on an asset allocation assumption of 46% global equities, with an expected long-term rate of return of 7.75%, 13% private equities with an expected 
long-term rate of return of 12.75%; 24% fixed-income securities with an expected long-term rate of return of 5.0%; 12% absolute return investments 
independent of traditional performance benchmarks, with an expected long term return of 7%, 5% commodities with an expected long-term rate of return of 
6.5%. The company expects additional positive return from active investment management. These assumptions result in an 8.50% expected rate of return on 
an annualized basis. The plan assets earned a rate of return in excess of 14%, 12% and 10% in 2007,2006 and 2005, respectively. The average annual actual 
return on the plan assets over the past 10 and 25 years has been 9.1% and 12.2%, respectively. 

During 2006, certain absolute return and commodity investments were included in equity and fixed income allocations. The 2006 presentation in the table 
that follows has been reclassified to conform to the 2007 presentation. 
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The U.S. plan's asset allocation by asset category as of plan measurement dates follows: 

ftsrat Catetrnrr 
U.S. qualified pension plan 

Global equity 
Fixed income 
Private equity 
Absolute return 
Commodities 
Cash 
Total 

Postretiremen! benefits 
Global equity 
Fixed income 
Private equity 
Absolute return 
Commodities 
Cash 
Total 

Percentage 
Target nf Plan Amcts 

AllneaHnn , 1007 2111111 

46% 45% 57% 
24 23 19 
13 16 12 
12 11 9 
5 4 2 
= 1 1 

100% 100% 100% 

69% 75% 79% 
10 9 10 
18 13 10 
2 2 — 
1 1 — 

7oo% ioo% ioo% 

While the target asset allocations do not have a percentage allocated to cash, the plans will always have some cash due to cash flows. The postretirement 
allocation shown above represents a weighted-average allocation for U.S. plans. 

The international plans' weighted-average asset allocation as of plan measurement dates follows: 

Percentage of 
Plim AfflCtfi 

A«et Category 20112 21010 
International pension plans 
Global equity 46% 35% 
Domestic equity 8 II 
Foreign equity 4 11 
Real estate 3 3 
Domestic fixed income 19 19 
Foreign fixed income 11 5 
Insurance 9 15 
Cash — 1 
Total 100% 100% 

The preceding asset allocations for international plans represent the top six countries by projected benefit obligation. These countries represent 
approximately 90% of the total international plan assets. The other countries' asset allocations would not have a significant impact on the information 
presented. 

In the third quarter of2007, the Company made discretionary contributions totaling $200 million to its U.S. qualified pension plan. In 2008, the Company 
expects to contribute an amount in the range of $100 million to $400 million to its U.S. and international pension plans. The Company does not have a 
required minimum pension contribution obligation for its U.S. plans in 2008. Therefore, the amount of the anticipated discretionary contribution could vary 
significantly depending on the U.S. plans' ftmding status as of the 2008 measurement date and the anticipated tax deductibility of the contribution. 
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The following estimated benefit payments are payable from the plans to participants: 

Millions) 

2008 Benefit Payments 
2009 Benefit Payments 
2010 Benefit Payments 
2011 Benefit Payments 
2012 Benefit Payments 
Following five years 

Qualified and Non-qualified 
Pension Benefits 

Postretiremen! 
Benefits 

Medicare 
Subsidy 

United States International 

OO 00 V
) r£ **> 6* 

S 117 $ 13 
588 192 124 15 
607 197 130 17 
628 209 138 18 
665 222 143 20 

3.626 1.259 799 128 

NOTE 12. Derivatives and Other Financial Instruments 

The Company uses interest rate swaps, currency swaps, and forward and option contracts to manage risks generally associated with foreign exchange rate, 
interest rate and commodity price fluctuations. The information that follows explains the various types of derivatives and financial instruments, and includes 
a table that recaps cash flow hedging amounts. 

Cash Flow Hedging—Foreign Currency Forward and Option Contracts: The Company enters into foreign exchange forward contracts, options and swaps 
to hedge against the effect of exchange rate fluctuations on cash flows denominated in foreign currencies and certain intercompany financing transactions. 
These transactions are designated as cash flow hedges. At December 31,2007, the Company had various open foreign exchange forward and option 
contracts, die majority of which had maturities of one year or less. The settlement or extension of these derivatives will result in reclassifications to earnings 
in the period during which the hedged transactions affect earnings (from other comprehensive income). The maximum length of time over which 3M is 
hedging its exposure to the variability in future cash flows for a majority of the forecasted transactions is 12 months. Hedge ineffectiveness was not material 
for the years 2007,2006 and 2005. 

Cash Flow Hedging — Commodity Price Management: The Company manages commodity price risks through negotiated supply contracts, price protection 
agreements and forward physical contracts. The Company uses commodity price swaps as cash flow hedges of forecasted transactions to manage price 
volatility. The related mark-to-market gain or loss on qualifying hedges is included in other comprehensive income to the extent effective, and reclassified 
into cost of sales in the period during which the hedged transaction affects earnings. 3M has hedged its exposure to the variability of future cash flows for 
certain forecasted transactions through 2008. No significant commodity cash flow hedges were discontinued and hedge ineffectiveness was not material 
during the years 2007, 2006 and 2005. 

Cash Flow Hedging — Forecasted Debt Issuance: In June 2007, the Company executed a pre-issuance cash flow hedge by entering into a 
floating-to-fixed interest rate swap on a notional amount of350 million Euros related to the anticipated July 2007 Eurobond issuance of 750 million Euros. 
Upon debt issuance in July 2007,3M terminated the floating-to-fixed swap. The termination of the swap resulted in an immaterial gain, which is being 
amortized over the seven year life of the Eurobond. 

Amounts recorded in accumulated other comprehensive income (loss) related to cash flow hedging instruments follow. 

Cash Flow Hedging Instruments Twelve months ended 

21107 2(tn« 2«ns 

Beginning balance $ 118) 38 $ 142) 

Changes in fair value of derivatives (17) (53) 70 
Reclassifications to earnings from equity 7 13) 10 
Total activity (10) (56) 80 

Ending balance £_ 128) ? 118) $ 38 
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At December 31,2007, the Company expects to reclassify to earnings over the next 12 months a majority of the cash flow hedging instruments after-tax 
loss of $28 million (with the impact offset by cash flows from underlying hedged items). 

Fair Value Hedging — Interest Rate Swaps: The Company manages interest expense using a mix of fixed and floating rate debt. To help manage borrowing 
costs, the Company may enter into interest rate swaps. Under these arrangements, the Company agrees to exchange, at specified intervals, the difference 
between fixed and floating interest amounts calculated by reference to an agreed-upon notional principal amount. 

At December 31,2007, the Company had interest rate swaps designated as fair value hedges of underlying fixed rate obligations. In June 2006, the 
Company entered into a $330 million fixed-to-floating interest rate swap to hedge the 30-year bond due in 2028. The Company terminated the swap in 
March 2007 and the resulting gain will be recognized over the remaining life of die underlying debt. Accordingly, the termination of the swap did not have a 
material impact on 3M's consolidated results of operations or financial condition. As indicated in Note 10, in November 2006, the Company entered into a 
$400 million fixed-to-floating interest rate swap concurrent with the issuance of the three-year medium-term note due in 2009. Also as indicated in Note 
10, in July 2007, in connection with the issuance of a seven-year Eurobond for an amount of 750 million Euros, the Company completed a 
fixed-to-floating interest rate swap on a notional amount of400 million Euros as a fair value hedge of a portion of the fixed interest rate Eurobond 
obligation. The mark-to-market of these fair value hedges is recorded as gains or losses in interest expense and is offset by the gain or loss on the 
underlying debt instrument, which also is recorded in interest expense. The fair value of these interest rate swaps were $36 million and $26 million as of 
December 31,2007 and 2006, respectively. These fair value hedges are 100% effective and, thus, there is no impact on earnings due to hedge 
ineffectiveness. 

Net Investment Hedging: As circumstances warrant, the Company uses cross currency swaps, forwards and foreign currency denominated debt to hedge 
portions of the Company's net investments in foreign operations. For hedges that meet the effectiveness requirements, the net gains or losses attributable to 
changes in spot exchange rates are recorded in cumulative translation within other comprehensive income. The remainder of the change in value of such 
instruments is recorded in earnings. 

In September 2006, the Company entered into a three-year floating-to-floating cross currency swap with a notional amount of $300 million. This 
transaction is a partial hedge of die Company's net investment in its Japanese subsidiaries. This swap converts U.S. dollar-based variable interest payments 
to yen-based variable interest payments associated with the notional amount. 

In November 2006, the Company entered into a three-year floating-to-floating cross currency swap with a notional amount of $200 million. This 
transaction is a partial hedge of die Company's net investment in its European subsidiaries. This swap converts U.S. dollar-based variable interest payments 
to Euro-based variable interest payments associated with the notional amount. 

In December 2006, the Company entered into foreign currency forward contracts with a notional amount of $556 million relative to the Company's net 
investment in its European subsidiaries and with a notional amount of $209 million relative to the Company's net investment in its Japanese subsidiaries. 
These forwards matured in December 2007. 

In July and December 2007, as discussed in Note 10, the Company issued seven-year fixed rate Eurobond securities for amounts of 750 million Euros and 
275 million Euros, respectively. 3M designated each of these Eurobond issuances as hedging instruments of the Company's net investment in its European 
subsidiaries. 

In November and December 2007, the Company entered into foreign currency forward contracts with a notional amount of $200 million that were 
designated as a partial hedge of the Company's net investment in its Chinese subsidiaries. These forwards mature in December 2008. 

The unrealized loss recorded in cumulative translation related to net investment hedging at December 31,2007 was $28 million and the unrealized loss at 
December 31,2006 was $ 18 million. 

Currency Effects: 3M estimates that year-on-year currency effects, including hedging impacts, increased net income by approximately $150 million in 
2007, $20 million in 2006, and $115 million in 2005. This estimate includes the effect of translating profits from local currencies into U.S. dollars; the 
impact of currency fluctuations on the transfer of goods between 3M operations in the United States and abroad; and transaction gains and losses, including 
derivative instruments designed to reduce foreign currency exchange rate risks. 3M estimates that year-on-year derivative and other transaction gains and 
losses increased net income by approximately $10 million in 2007, had an immaterial impact on net income in 2006, and increased net income by 
approximately $50 million in 2005. 
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Credit risk: The Company is exposed to credit loss in the event of nonperformance by counterparties in interest rate swaps, currency swaps, and option and 
foreign exchange contracts. However, the Company's risk is limited to the fair value of the instruments. The Company actively monitors its exposure to 
credit risk through the use of credit approvals and credit limits, and by selecting major international banks and financial institutions as counterparties. The 
Company does not anticipate nonperformance by any of these counterparties. During the second quarter of 2006, the Company entered into a credit support 
agreement with one of its primary derivatives counterparties. Under this agreement either party is required to post eligible collateral when the market value 
of transactions covered by the agreement exceeds specified thresholds, thus limiting credit exposure for both parties. 

Fair value of financial instruments: At December 31,2007 and 2006, the Company's financial instruments included cash and cash equivalents, marketable 
securities, accounts receivable, investments, accounts payable, borrowings, and derivative contracts. The fair values of cash and cash equivalents, accounts 
receivable, accounts payable, and short-term borrowings and current portion of long-term debt (except the $350 million dealer remarketable security) 
approximated carrying values because of the short-term nature of these instruments. Available-for-sale marketable securities, investments and derivative 
contracts are reported at fair values. Fair values for investments held at cost are not readily available, but are estimated to approximate fair value. The 
carrying amounts and estimated fair values of other financial instruments based on third-party quotes as of December 31 follow; 

Financial Instruments' Carrying Amounts and Estimated Fair Values 

(MHIIMU) 
Dealer remarketable securities 
Convertible note (long-term in 2007 and short-term in 2006) 
Long-term debt 

Carrying Fair Carrying Fair Carrying 
Value 

$ 350 $ 368 $ 350 $ 358 
222 212 542 568 

3.797 3.796 1.047 1.054 

NOTE 13. Commitments and Contingencies 

Capital and Operating Leases: 
Rental expense under operating leases was $226 million in 2007, $211 million in 2006, and $195 million in 2005. It is 3M's practice to secure renewal 
rights for leases, thereby giving 3M the right, but not the obligation, to maintain a presence in a leased facility. 3M's primary capital lease, which became 
effective in April 2003, involves a building in the United Kingdom (with a lease term of 22 years). During the second quarter of2003, 3M recorded a capital 
lease asset and obligation of approximately 33.5 million United Kingdom pounds (approximately $67 million at December 31,2007 exchange rates). 
Minimum lease payments under capital and operating leases with non-cancelable terms in excess of one year as of December 31,2007, were as follows: 

Capital Operating 
tMininmt Leases Leases 
2008 $ 7 $ 98 
2009 6 79 
2010 6 58 
2011 6 35 
2012 5 30 
After 2012 54 141 

Total 84 $ 441 
Less: Amounts representing interest 13 
Present value of future minimum lease payments 71 
Less: Current obligations under capital leases 2 
Long-term obligations under capital leases $ 69 

Warranties/Guarantees: 
3M's accrued product warranty liabilities, recorded on the Consolidated Balance Sheet as part of current and long-term liabilities, are estimated at 
approximately $21 million as of December 31,2007. 3M does not consider this amount to be material. The fair value of 3M guarantees of loans with third 
parties and other guarantee arrangements are not material. 
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Related Party Activity: 

Purchases from related parties (largely related to companies in which 3M has an equity interest) totaled approximately $144 million in 2007 ($160 million 
in 2006 and $141 million in 2005). Receivables due from related parties (largely related to receivables from employees for relocation and other ordinary 
business expense advances) totaled approximately $40 million in 2007 ($36 million in 2006, and $37 million in 2005). 3M sales to related parties totaled 
approximately $6 million in 2007 ($4 million in 2006, and $5 million in 2005). Indebtedness to 3M from related parties was not material in 2007,2006 and 
2005. 

Legal Proceedings: 

The Company and some of its subsidiaries are involved in numerous claims and lawsuits, principally in the United States, and regulatory proceedings 
worldwide. These include various products liability (involving products that the Company now or formerly manufactured and sold), intellectual property, 
and commercial claims and lawsuits, including those brought under the antitrust laws, and environmental proceedings. The following sections first describe 
the significant legal proceedings in which the Company is involved, and then describe the liabilities and associated insurance receivables the Company has 
accrued relating to its significant legal proceedings. Unless otherwise stated, the Company is vigorously defending all such litigation. 

Shareholder Derivative Litigation 

As previously reported, in July 2007, a shareholder derivative lawsuit was filed in the U.S. District Court for the District of Delaware against the Company 
as nominal defendant and against each then current member of the Board of Directors and the officers named in the Summary Compensation Table of the 
2007 Proxy Statement. The suit alleges that the Company's 2007 Proxy Statement contained false and misleading statements concerning the tax 
deductibility of compensation payable under the Executive Annual Incentive Plan ("Plan") and the standards for determining die amounts payable under the 
Plan. The lawsuit seeks a declaration voiding shareholder approval of the Plan, termination of the Plan, voiding the elections of directors, equitable 
accounting, and awarding costs, including attorneys' fees. Plaintiff filed a motion for summary judgment, and the defendants filed a motion to dismiss all 
claims on the grounds that plaintiff had failed to make a demand on the Board and had otherwise failed to state a proper claim under the Private Securities 
Litigation Reform Act. The defendants also moved to transfer the case from the District of Delaware to the District of Minnesota. In February 2008, the 
Court denied without prejudice the plaintiffs motion for summary judgment. 

Breast Implant Litigation 

The Company and certain other companies were named as defendants in past years in numerous claims and lawsuits alleging damages for personal injuries 
of various types resulting from breast implants formerly manufactured by the Company or a related company. The vast majority of claims against the 
Company have been resolved. The Company does not consider its remaining probable liability to be material. Information concerning the associated 
insurance receivable and legal proceedings related to it follows in the paragraph entitled Breast Implant Insurance Receivables. 

Respirator Mask/Asbestos Litigation 

For more than 25 years the Company has defended and resolved the claims of hundreds of thousands of individual claimants alleging injuries from 
occupational dust exposures. As of December 31,2007, the Company is a named defendant, with multiple co-defendants, in numerous lawsuits in various 
courts that purport to represent approximately 8,750 individual claimants, a decrease from the approximately 17,700 individual claimants with actions 
pending at December 31,2006. 

The vast majority of the lawsuits and claims resolved by and currently pending against the Company allege use of some of the Company's mask and 
respirator products and seek damages from the Company and other defendants for alleged personal injury from workplace exposures to asbestos, silica, coal 
or other occupational dusts found in products manufactured by other defendants or generally in the workplace. A minority of claimants generally allege 
personal injury from occupational exposure to asbestos from products previously manufactured by the Company, which are often unspecified, as well as 
products manufactured by other defendants, or occasionally at Company premises. 

In many of these lawsuits and claims, the Company is named as a defendant with multiple co-defendants where no product the Company manufactured is 
identified or where the Company is ultimately determined not to have manufactured the products identified by the plaintiffs. The Company's vigorous 
defense of this litigation has resulted in dismissals of many claims without any payment by the Company, and jury verdicts for the Company in seven of the 
eight cases tried to verdict (such trials occurred in 1999, 2000,2003,2004 and 2007), and an appellate reversal in 2005 of the one jury verdict adverse to the 
Company. 

As previously reported, the Company won a defense verdict in July 2007 from a jury in the federal court in Eastern District of Missouri. The jury found the 
Company had no liability whatever to a plaintiff who claimed he had silicosis and a related cancer and sought to recover damages from the Company arising 
from his alleged illness, which he claimed to have contracted from occupational exposure to silica despite his purported use of the Company's respirator 
maris equipment at various times. The jury rejected each of the plaintiffs theories of liability against the Company. 
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Many of the resolved lawsuits and claims involved unimpaired claimants who were recruited by plaintiffs' lawyers through mass chest x-ray screenings. 
The Company experienced a significant decline in the number of claims filed in 2007 from prior years by apparently unimpaired claimants. The Company 
attributes this decline to several factors, including certain changes enacted in several states in recent years of the law governing asbestos-related claims, and 
the highly-publicized decision in mid-2005 of the United States District Court for the Southern District of Texas that identified and criticized abuses by 
certain attorneys, doctors and x-ray screening companies on behalf of claimants. The Company expects the filing of claims by unimpaired claimants in the 
future to continue at much lower levels than in the past. The Company believes that due to this change in the type and volume of incoming claims, it is 
likely that the number of claims alleging more serious injuries, including mesothelioma and other malignancies, while remaining relatively constant, will 
represent a greater percentage of total claims than in the past. The Company has demonstrated in past trial proceedings that its respiratory protection 
products are effective as claimed when used in the intended manner and in the intended circumstances. Consequently the Company believes that claimants 
are unable to establish that their medical conditions, even if significant, are attributable to the Company's respiratory protection products. Nonetheless the 
Company's litigation experience indicates that such claims are costlier to resolve than the claims of unimpaired persons, and it therefore anticipates an 
increase in the average cost of resolving pending and future claims on a per-claim basis than it experienced in prior periods when the vast majority of 
claims were asserted by the unimpaired. 

Plaintiffs have asserted specific dollar claims for damages in approximately 66% of the 3,979 lawsuits that were pending against the Company at the end of 
2007 in all jurisdictions. A majority of states restrict or prohibit specifying damages in tort cases such as these, and most of the remaining jurisdictions do 
not require such specification. In those cases in which plaintiffs choose to assert specific dollar amounts in their complaints, brought in states that permit 
such pleading, the amounts claimed are typically not meaningful as an indicator of the Company's potential liability. This is because (a) the amounts 
claimed typically bear no relation to the extent of the plaintiffs injury, if any; (b) the complaints nearly always assert claims against multiple defendants 
with the typical complaint asserting claims against as few as a dozen different defendants to upwards of275 different defendants, the damages alleged are 
not attributed to individual defendants, and a defendant's share of liability may turn on the law of joint and several liability, which can vary by state, and by 
the amount of fault a jury allocates to each defendant if a case is ultimately tried before a jury; (c) many cases are filed against the Company even though 
the plaintiffs did not use any of the Company's products and, ultimately, are withdrawn or dismissed without any payment; and (d) many cases are brought 
on behalf of plaintiffs who have not suffered any medical injury, and, ultimately, are resolved without any payment or a payment that is a small fraction of 
the damages initially claimed. Of the 2,629 pending cases in which purported damage amounts are specified in the complaints, 860 cases involve claims of 
$100,000 or less, (one (1) of them also alleges punitive damages of$15,000, nine (9) of them also allege punitive damages of $30,000, and three (3) of them 
also allege punitive damages of $ 1,000,000); 186 cases involve claims between $ 100,000 and $3 million (thirty-three (33) of them also allege punitive 
damages of $250,000, one (1) of them also alleges punitive damages of $1 million, forty-three (43) of them also allege punitive damages of $1.5 million, 
and 106 of them also allege punitive damages of $2 million); two (2) cases involve claims of $3 million to $7.5 million (one (1) also alleges punitive 
damages of $350,000 and one (1) of them also alleges punitive damages of $5 million); 21 cases involve claims of $7.5 million; four (4) cases involve 
claims of $7.5 million to $10 million (four (4) of them also allege damages of $21 million); 1,540 cases involve claims of $10 million (two (2) of them also 
allege punitive damages of $350,000,1,531 of them also allege punitive damages of $10 million, and one (1) of them also alleges punitive damages of $15 
million); 13 cases involve claims of $10 million to $50 million (one (1) of them also allege punitive damages of $15 million, five (5) of them also allege 
punitive damages of $ 15.5 million, and three (3) of them also allege punitive damages of $20 million); and three (3) cases involve claims of $50 million 
(two (2) of them also alleges punitive damages of $50 million). Some complaints allege that the compensatory and punitive damages are at least the 
amounts specified. As stated, the Company's experience and die other reasons cited indicate that the damage amounts specified in complaints are not a 
meaningful factor in any assessment of the Company's potential liability. 

As previously reported, the State of West Virginia, through its Attorney General, filed a complaint in 2003 against the Company and two other 
manufacturers of respiratory protection products in the Circuit Court of Lincoln County, West Virginia and amended it in 2005. The amended complaint 
seeks substantial, but unspecified, compensatory damages primarily for reimbursement of the costs allegedly incurred by the State for worker's 
compensation and healthcare benefits provided to all workers with occupational pneumoconiosis and unspecified punitive damages. 

Employment Litigation 

As previously reported, one current and one former employee of the Company filed a purported class action in the District Court of Ramsey County, 
Minnesota, in December 2004, seeking to represent a class of all current and certain former salaried employees employed by 3M in Minnesota below a 
certain salary grade who were age 46 or older at any time during the applicable period to be determined by the Court. The complaint alleges the plaintiffs 
suffered various forms of employment discrimination on the basis of age in violation of the Minnesota Human Rights Act and seeks injunctive relief, 
unspecified compensatory damages (which they seek to treble under die statute), including back and front pay, punitive damages (limited by statute to 
$8,500 per claimant) and attorneys' fees. In January 2006, the plaintiffs filed a motion to join four additional named plaintiffs. This motion was unopposed 
by the Company and the four plaintiffs were joined in the 
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case, although one claim has been dismissed following an individual settlement. The class certification hearing was held in December 2007. The Company 
expects a ruling on the class certification in the first half of 2008. 

A similar age discrimination purported class action was filed against the Company in November 2005 in the Superior Court of Essex County, New Jersey, 
on behalf of a class of New Jersey-based employees of the Company. The Company removed this case to the United States District Court for the District of 
New Jersey. On June 29,2007, the attorneys for the plaintiff amended their complaint and dropped the class action allegations. 

In addition, three former employees filed age discrimination charges against the Company with the U.S. Equal Employment Opportunity Commission and 
the pertinent state agencies in Minnesota and California during 2005; two of these charges were amended in 2006. Such filings include allegations that the 
release of claims signed by certain former employees in the purported class defined in die charges is invalid for various reasons and assert age 
discrimination claims on behalf of certain current and former salaried employees in states other than Minnesota and New Jersey. In 2006, one current 
employee filed an age discrimination charge against the Company with the U.S. Equal Employment Opportunity Commission and the pertinent state agency 
in Missouri, asserting claims on behalf of a class of all current and certain former salaried employees who worked in Missouri and other states other than 
Minnesota and New Jersey. The same law firm represents the plaintiffs and claimants in each of these proceedings. 

Environmental Matters and Litigation 

The Company's operations are subject to environmental laws and regulations including those pertaining to air emissions, wastewater discharges, toxic 
substances, and the handling and disposal of solid and hazardous wastes enforceable by national, state, and local authorities around the world, and private 
parties in the United States and abroad. These laws and regulations provide, under certain circumstances, a basis for the remediation of contamination and 
for personal injury and property damage claims. The Company has incurred, and will continue to incur, costs and capital expenditures in complying with 
these laws and regulations, defending personal injury and property damage claims, and modifying its business operations in light of its environmental 
responsibilities. In its effort to satisfy its environmental responsibilities and comply with environmental laws and regulations, the Company has established, 
and periodically updates, policies relating to environmental standards of performance for its operations worldwide. 

Remediation: Under certain environmental laws, including the United States Comprehensive Environmental Response, Compensation and Liability Act of 
1980 and similar state laws, die Company may be jointly and severally liable, typically with other companies, for the costs of environmental contamination 
at current or former facilities and at off-site locations. The Company has identified numerous locations, most of which are in the United States, at which it 
may have some liability. Please refer to the following section, "Accrued Liabilities and Insurance Receivables Related to Legal Proceedings" for more 
information on this subject. 

Regulatory Activities: As previously reported, the Company has been voluntarily cooperating with ongoing reviews by local, state, national (primarily the 
U.S. Environmental Protection Agency (EPA)), and international agencies of possible environmental and health effects of perfluorooctanyl compounds 
(perflurooctanoic acid or "PFOA" and perfluorooctane sulfonate or "PFOS") and related compounds. As a result of its phase-out decision in May 2000, the 
Company no longer manufactures perfluorooctanyl compounds, except that a subsidiary recovers and recycles PFOA in Gendorf, Germany, for internal use 
in production processes and has agreed to a product stewardship initiative with the EPA to work toward elimination of its use of PFOA by 2015. 

Regulatory activities concerning PFOA and/or PFOS continue in Europe and elsewhere, and before certain international bodies. These activities include 
gathering of exposure and use information, risk assessment, and consideration of regulatory approaches. 

As previously reported, the Company, in cooperation with state agencies, tested soil and groundwater beneath three former waste disposal sites in 
Washington County, Minnesota, used many years ago by the Company to dispose lawfully of waste containing perfluorinated compounds. In addition, 
subsequent testing of water from certain municipal wells in Oakdale, Minnesota and some private wells in Lake Elmo, Minnesota, indicated the presence of 
low levels of PFOS and PFOA that, in some cases, were slightly above guidelines established by the Minnesota Department of Health ("MDH"). As 
previously reported, the Company addressed the presence of these compounds in the water by treating certain municipal wells in Oakdale and by providing 
a grant to the City of Lake Elmo to extend city water to certain residents with these compounds in their private wells. In March 2007 the MDH lowered the 
Health-Based Values (HBVs) (i.e., the amount of a chemical in drinking water considered by the MDH staff to be safe for people to drink for a lifetime) for 
PFOA from 7 parts per billion (ppb) to 0.5 ppb and for PFOS from 1 ppb to 0.3 ppb. In August 2007 the MDH established these same levels as Health Risk 
Limits ("HRL") (i.e., the amount of a chemical in drinking water determined by the MDH to be safe for people to drink for a lifetime) through an expedited 
rule-making process. In a final report issued on January 15,2008, the MDH proposed a draft value to lower the HRL for PFOA from 0.5 ppb to 0.3 ppb in 
anticipation of HRL rule-making in 2008. 

As previously reported, the MDH has also detected low levels of a perfluorinated compound called perfluorobutanoic acid (PFBA) in municipal wells (and 
in private wells as announced by the MDH in June 2007) in six nearby communities (Woodbury, Cottage Grove, Newport, St. Paul Park, South St. Paul, and 
Hastings, all communities located southeast of 
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St. Paul), some of which slightly exceed the MDH's well guidance for PFBA, currently at 1 ppb. The Company is working with the MDH and the 
Minnesota Pollution Control Agency (MPCA) in assessing the source of PFBA in these wells and is supplying data that could be used in determining an 
appropriate drinking water guideline level. The MDH has not issued an HBV for PFBA, but the Company expects the MDH to issue further guidance in the 
first quarter of2008. The Company has advised the affected communities that it will assist them in assuring their drinking water falls below the HBV for 
PFBA when such value is finally determined. 

On May 22,2007, the MPCA Citizen's Board approved the Settlement Agreement and Consent Order to address the presence of perfluorinated compounds 
in the soil and groundwater at former disposal sites in Washington County Minnesota and at the Company's manufacturing facility at Cottage Grove 
Minnesota. Under this agreement, the Company agreed to (i) evaluate releases of perfluorinated compounds from these sites and propose response actions; 
(ii) provide alternative drinking water if and when an HBV or HRL is exceeded for any perfluorinated compounds as a result of contamination from these 
sites; (iii) share information with the MPCA about perfluorinated compounds; (iv) reimburse the MPCA future costs of research that are connected to 
releases from the Company's operations in Minnesota (the Company agreed to reimburse the MPCA for past research costs and provided a grant up to $5 
million over the next four years for the purpose of investigating and assessing the presence and effects of perflouronated compounds in the environment and 
biota); and (v) pay the MPCA up to $8 million towards the implementation of remedial actions at the Washington County Landfill. The Company is 
working with the MPCA under the terms of the Settlement Agreement and Consent Order to propose alternatives that the MPCA will consider to address 
the presence of perfluorinated compounds in the soil and groundwater at these sites. 

The Company cannot predict what regulatory actions arising from the foregoing proceedings and activities, if any, may be taken regarding such compounds 
or the consequences of any such actions. 

In February 2008, the EPA notified the Company that it is seeking $173,000 in penalties due to alleged past violations of certain monitoring and record 
keeping requirements under federal air pollution regulations at the Company's manufacturing facility in Cottage Grove, Minnesota. The Company had been 
operating under a monitoring and record keeping approach that had been approved by the MPCA. The EPA has now approved the Company's alternative 
monitoring and record keeping approach. 

Litigation-. As previously reported, a former employee filed a purported class action lawsuit in 2002 in the Circuit Court of Morgan County, Alabama, 
involving perfluorooctanyl chemistry, alleging that the plaintiffs suffered fear, increased risk, subclinical injuries, and property damage from exposure to 
perfluorooctanyl chemistry at or near the Company's Decatur, Alabama, manufacturing facility. The Circuit Court in 2005 granted the Company's motion 
to dismiss the named plaintiffs personal injury-related claims on the basis that such claims are barred by the exclusivity provisions of the state's Workers 
Compensation Act. The plaintiffs' counsel filed an amended complaint in November 2006, limiting the case to property damage claims on behalf of a 
purported class of residents and property owners in the vicinity of the Decatur plant. Also in 2005, the judge in a second purported class action lawsuit (filed 
by three residents of Morgan County, Alabama, seeking unstated compensatory and punitive damages involving alleged damage to their property from 
emissions of perfluorooctanyl compounds from the Company's Decatur, Alabama, manufacturing facility that formerly manufactured those compounds) 
granted the Company's motion to abate the case, effectively putting the case on hold pending the resolution of class certification issues in the action 
described above filed in the same court in 2002. Despite die stay, plaintiffs filed an amended complaint seeking damages for alleged personal injuries and 
property damage on behalf of the named plaintiffs and the members of a purported class. No further action in the case is expected unless and until the stay is 
lifted. 

As previously reported, two residents of Washington County, Minnesota, filed in October 2004 a purported class action in the District Court of Washington 
County on behalf of Washington county residents who have allegedly suffered personal injuries and property damage from alleged emissions from the 
former perfluorooctanyl production facility at Cottage Grove, Minnesota, and from historic waste disposal sites in the vicinity of that facility. After the 
District Court granted the Company's motion to dismiss the claims for medical monitoring and public nuisance in April 2005, the plaintiffs filed an 
amended complaint adding additional allegations involving other perfluorinated compounds manufactured by the Company, alleging additional legal 
theories in support of their claims, adding four plaintiffs, and seeking relief bas ed on alleged contamination of the City of Oakdale municipal water supply 
and certain private wells in the vicinity of Lake Elmo, Minnesota. In April 2006, the plaintiffs filed a second amended complaint adding two additional 
plaintiffs. The two original plaintiffs thereafter dismissed their claims against the Company. After a hearing on the plaintiffs' motion to certify the case as a 
class action at the end of March 2007, the Court on June 19,2007 denied the plaintiffs' motion to certify the litigation as a class action. The trial of the 
individual cases is scheduled for January 2009. 

Several hundred plaintiffs who claim to have lived in the vicinity of the ACME Banel Company's storage drum reconditioning facility in Chicago, Illinois, 
filed a lawsuit in the third quarter of 2003 in the Circuit Court of Cook County, Illinois, against 3M and a number of other companies that allegedly were 
customers of ACME Barrel. Since the Court rejected plaintiffs' attempt to have this litigation proceed as a class action, 71 individuals have asserted claims 
against the Company and several other defendants for damages allegedly caused by emissions of hazardous materials from the ACME Barrel drum 
reconditioning facility. 
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In the second quarter of2006, the New Jersey Department of Environmental Protection served a lawsuit that was filed in New Jersey state court against the 
Company and several other companies seeking cleanup and removal costs and damages to natural resources allegedly caused by the discharge of hazardous 
substances from two former waste disposal sites in New Jersey. During the fourth quarter, the Company negotiated a settlement of New Jersey's claims. 
Under the terms of die settlement, the company will transfer to the State of New Jersey 150 acres of undeveloped land with groundwater recharge potential, 
which the Company acquired for purposes of die setdement, and will pay the state's attorneys' fees. Notice of the settlement was published for public 
comment in December 2007, and no objections were received. As a result, the Company and the State of New Jersey have signed the formal settlement 
agreement pursuant to which the Company will transfer title to the property and will be dismissed from the lawsuit, which will continue against the 
codefendants. 

Accrued Liabilities and Insurance Receivables Related to Legal Proceedings 

The Company complies with the requirements of Statement of Financial Accounting Standards No. 5, "Accounting for Contingencies," and related 
guidance, and records liabilities for legal proceedings in those instances where it can reasonably estimate the amount of the loss and where liability is 
probable. Where the reasonable estimate of the probable loss is a range, the Company records die most likely estimate of the loss, or the low end of the 
range if there is no one best estimate. The Company either discloses die amount of a possible kiss or range of loss in excess of established reserves if 
estimable, or states that such an estimate cannot be made. For those insured matters where the Company has taken a reserve, the Company also records 
receivables for the amount of insurance that it expects to recover under the Company's insurance program. For those insured matters where the Company 
has not taken a reserve because the liability is not probable or the amount of the liability is not estimable, or both, but where the Company has incurred an 
expense in defending itself, the Company records receivables for the amount of insurance that it expects to recover for the expense incurred. The Company 
discloses significant legal proceedings even where liability is not probable or the amount of the liability is not estimable, or both, if the Company believes 
there is at least a reasonable possibility that a loss may be incurred. 

Because litigation is subject to inherent uncertainties, and unfavorable rulings or developments could occur, there can be no certainty that the Company may 
not ultimately incur charges in excess of presently recorded liabilities. A future adverse ruling, settlement, or unfavorable development could result in future 
charges that could have a material adverse effect on the Company's results of operations or cash flows in the period in which they are recorded. The 
Company currently believes that such future charges, if any, would not have a material adverse effect on the consolidated financial position of the 
Company, taking into account its significant available insurance coverage. Based on experience and developments, the Company periodically reexamines its 
estimates of probable liabilities and associated expenses and receivables, and whether it is able to estimate a liability previously determined to be not 
estimable and/or not probable. Where appropriate, the Company makes additions to or adjustments of its estimated liabilities. As a result, the current 
estimates of the potential impact on the Company's consolidated financial position, results of operations and cash flows for the legal proceedings and claims 
pending against the Company could change in the future. ' 

The Company estimates insurance receivables based on an analysis of its numerous policies, including their exclusions, pertinent case law interpreting 
comparable policies, its experience with similar claims, and assessment of the nature of the claim, and records an amount it has concluded is likely to be 
recovered. 

The following table shows the major categories of on-going litigation, environmental remediation and other environmental liabilities for which the 
Company has been able to estimate its probable liability and for which the Company has taken reserves and the related insurance receivables: 

At December 31 
fMllllnnst 2MI7 M0« 
Breast implant liabilities $ 1 S 4 $ 7 
Breast implant receivables 64 93 130 

Respirator mask/asbestos liabilities 121 181 210 
Respirator mask/asbestos receivables 332 3RD 447 

Environmental remediation liabilities 37 44 30 
Environmental remediation receivables 15 15 15 

Other environmental liabilities 147 14 8 

For those significant pending legal proceedings that do not appear in the table and that are not the subject of pending settlement agreements, the Company 
has determined that liability is not probable or the amount of the liability is not estimable, or both, and the Company is unable to estimate the possible loss 
or range of loss at this time. The amounts in the preceding table with respect to breast implant and environmental remediation represent the Company's best 
estimate of the respective liabilities. The Company does not believe that there is any single best estimate of the respirator/mask/asbestos liability or the other 
environmental liabilities shown above, nor that it can reliably estimate the amount or range of amounts by which those liabilities may exceed the reserves 
the Company has established. 
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Breast Implant Insurance Receivables: In the breast implant insurance coverage litigation, the District Court in Ramsey County Minnesota entered an order 
in September 2007 dismissing from the suit the last of the insurers that were still contesting the extent of their coverage for the Company's breast implant 
product liability claims. The dismissal was pursuant to a settlement the Company reached with those insurers during the third quarter of 2007. As of 
December 31,2007, the Company had receivables for insurance recoveries related to the breast implant matter of $64 million. The Company received $29 
million in 2007, reducing this receivable by that amount. The Company also received $48 million in Januaiy 2008 and expects to receive an additional $10 
million by the end of2008 pursuant to a settlement agreement with three insurers. The Company continues to pursue recovery against its remaining insurers 
and expects to collect the remaining receivable. 

Respirator Mask/Asbestos Liabilities and Insurance Receivables: The Company estimates its respirator mask/asbestos liabilities, including the cost to 
resolve the claim and defense costs, by examining: (i) the Company's experience in resolving claims, (ii) apparent trends, (iii) the apparent quality of claims 
(e.g., whether the claim has been asserted on behalf of asymptomatic claimants), (iv) changes in the nature and mix of claims (e.g., the proportion of claims 
asserting usage of the Company's mask or respirator products and alleging exposure to each of asbestos, silica, coal or other occupational dusts, and claims 
pleading use of asbestos-containing products allegedly manufactured by the Company), (v) the number of current claims and a projection of the number of 
future asbestos and other claims that may be filed against the Company, (vi) the cost to resolve recently settled claims, and (vii) an estimate of the cost to 
resolve and defend against current and fbture claims. Because of the inherent difficulty in projecting the number of claims that have not yet been asserted, 
particularly with respect to the Company's respiratory products that themselves did not contain any harmful materials (which makes the various published 
studies that purport to project future asbestos claims substantially removed from the Company's principal experience and which themselves vary widely), 
the Company does not beiieve that there is any single best estimate of this liability, nor that it can reliably estimate the amount or range of amounts by 
which the liability may exceed the reserve the Company has established. No liability has been recorded regarding the pending action brought by the West 
Virginia Attorney General previously described. 

Developments may occur that could affect the Company's estimate of its liabilities. These developments include, but are not limited to, significant changes 
in (i) the number of future claims, (ii) the average cost of resolving claims, (iii) the legal costs of defending these claims and in maintaining trial readiness, 
iv) changes in the mix and nature of claims received, (v) trial and appellate outcomes, (vi) changes in the law and procedure applicable to these claims, and 
vii) the financial viability of other co-defendants and insurers. 

As of December 31, 2007, the Company's receivable for insurance recoveries related to the respirator mask/asbestos litigation was $332 million. Various 
factors could affect the timing and amount of recovery of this receivable, including (i) delays in or avoidance of payment by insurers; (ii) the extent to which 
insurers may become insolvent in the future, and (iii) the outcome of negotiations with insurers and legal proceedings with respect to respirator 
mask/asbestos liability insurance coverage. The difference between the accrued liability and insurance receivable represents in part the time delay between 
payment of claims on the one hand and receipt of insurance reimbursements on the other hand. Because of the lag time between settlement and payment of a 
claim, no meaningful conclusions may be drawn from quarterly changes in the amount of receivables for expected insurance recoveries and the quarterly 
changes in the number of claimants at the end of each quarter. 

On January 5,2007 the Company was served with a declaratory judgment action filed on behalf of two of its insurers (Continental Casualty and Continental 
Insurance Co.) disclaiming coverage for respirator/mask claims. The action was filed in Hennepin County, Minnesota and names, in addition to the 
Company, over 60 of the Company's insurers. This action is similar in nature to an action filed in 1994 with respect to breast implant coverage, which 
ultimately resulted in the Minnesota Supreme Court's ruling of 2003 that was largely in the Company's favor. At the company's request, the case was 
transferred to Ramsey County, over the objections of the insurers. The Minnesota Supreme Court agreed to hear the insurers' appeal of that decision. Oral 
argument on the appeal is scheduled for March 2008. 

Environmental and Other Liabilities and Insurance Receivables: As of December 31,2007, the Company had recorded liabilities of $37 million for 
estimated environmental remediation costs based upon an evaluation of currently available facts with respect to each individual site and also recorded 
related insurance receivables of $15 million. The Company records liabilities for remediation costs on an undiscounted basis when they are probable and 
reasonably estimable, generally no later than the completion of feasibility studies or the Company's commitment to a plan of action. Liabilities for estimated 
costs of environmental remediation, depending on the site, are based primarily upon internal or third-party environmental studies, and estimates as to the 
number, participation level and financial viability of any other potentially responsible parties, the extent of the contamination and the nature of required 
remedial actions. The Company adjusts recorded liabilities as further information develops or circumstances change. The Company expects that it will pay 
the amounts recorded over the periods of remediation for the applicable sites, currently ranging up to 30 years. 
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As of December 31,2007, the Company had recorded liabilities of $ 147 million for estimated other environmental liabilities based upon an evaluation of 
currently available facts. As previously reported, the Company increased its other environmental liabilities by $121 million in the first quarter of 2007 as a 
result of regulatory developments m Minnesota and the completion of a comprehensive review with environmental consultants regarding its other 
environmental liabilities which include the estimated costs of addressing trace amounts of perfluorinated compounds in drinking water sources in the City of 
Oakdale mid Lake Elmo, Minnesota, as well as presence in the soil and groundwater at the Company's manufacturing facilities in Decatur, Alabama, and 
Cottage Grove, Minnesota, and at two former disposal sites in Minnesota. The Company expects that most of the spending will occur over the next three to 
seven years. While the Company is not able to estimate the total costs of implementing the Settlement Agreement and Consent Order with the MPCA 
(described above under Environmental Matters and Litigation - Regulatory Matters), the Company increased its other environmental liabilities by an 
additional $13 million in the second quarter of 2007 to reflect its best estimate of the specific payment obligations under that agreement. 

It is difficult to estimate the cost of environmental compliance and remediation given the uncertainties regarding the interpretation and enforcement of 
applicable environmental laws and regulations, the extent of environmental contamination and the existence of alternate cleanup methods. Developments 
may occur that could affect the Company's current assessment, including, but not limited to: (i) changes in the information available regarding the 
environmental impact of the Company's operations and products; (ii) changes in environmental regulations, changes in permissible levels of specific 
compounds in drinking water sources, or changes in enforcement theories and policies, including efforts to recover natural resource damages; (iii) new and 
evolving analytical ana remediation techniques; (iv) success in allocating liability to other potentially responsible parties; and (v) the financial viability of 
other potentially responsible parties and third-party indemnitors. 

NOTE 14. Employee Savings and Stock Ownership Plans 

The Company sponsors employee savings plans under Section 401(k) of the Internal Revenue Code. These plans are offered to substantially all regular U.S. 
employees. Employee contributions of up to 6% of compensation are matched at rates ranging from 35% to 50%, with additional Company contributions 
depending upon Company performance. All Company contributions initially are invested in 3M common stock, with employee contributions invested in a 
number of investment funds pursuant to their elections. Vested employees may diversify their 3M shares into other investment options. 

The Company maintains an Employee Stock Ownership Plan (ESOP). This plan was established in 1989 as a cost-effective way of funding the majority of 
die Company's contributions under 401 (k) employee savings plans. Total ESOP shares are considered to be shares outstanding for earnings per share 
calculations. 

Dividends on shares held by the ESOP are paid to the ESOP trust and, together with Company contributions, are used by the ESOP to repay principal and 
interest on the outstanding ESOP debt. The tax benefit related to dividends paid on unallocated shares was charged directly to equity and totaled 
approximately $3 million in 2007, $3 million in 2006, and $4 million in 2005. Over the life of the ESOP debt, shares are released for allocation to 
participants based on the ratio of die current year's debt service to the remaining debt service prior to the current payment. 

The ESOP has been the primary funding source for the Company's employee savings plans. As permitted by AICPA Statement of Position 93-6, 
"Employers' Accounting for Employee Stock Ownership Plans," the Company has elected to continue its practices, which are based on Statement of 
Position 76-3, "Accounting Practices for Certain Employee Stock Ownership Plans" and subsequent consensus of the EITF of the FASB. Accordingly, the 
debt of the ESOP is recorded as debt, and shares pledged as collateral are reported as unearned compensation in the Consolidated Balance Sheet and 
Consolidated Statement of Changes in Stockholders' Equity and Comprehensive Income. Unearned compensation is reduced symmetrically as the ESOP 
makes principal payments on the debt. Expenses related to the ESOP include total debt service on the notes, less dividends. The Company contributes 
treasury shares, accounted for at fair value, to employee savings plans to cover obligations not funded by the ESOP (reported as an employee benefit 
expense). 

Expenses related to ESOP debt service 

Employee Savings and Stock Ownership Plans 
IMlllittna) 
Dividends on shares held by the ESOP 
Company contributions to the ESOP 
Interest incurred an ESOP nates 
Amounts reported as an employee benefit expense: 

$: 
211111 

37 $ 
10 
5 

5 
34 

2QM. 
39 $ 
9 

4 
36 

8 

22115. 
36 
12 
10 

7 
27 Expenses related to treasury shares 
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ESOP Debt Shares 22S2 ZMfi ZOOS 
Allocated 14,039,070 15,956,530 16,729,528 
Committed to be released 278,125 286,620 366,969 
Unreleased 2.457.641 3.831.425 5.145.039 
Total ESOP debt shares 16,774.836 20.074.575 22.241.536 

NOTE 15. Management Stock Ownership Program (MSOP) and General Employees' Stock Purchase Plan (GESPP) 

The Company issues MSOP options to eligible employees annually in May using the closing stock price on the grant date, which is the date of the Annual 
Stockholders' Meeting. In May 2005, shareholders approved 36.75 million shares for issuance under the MSOP in the form of management stock options, 
restricted stock, restricted stock units and stock appreciation rights. Under the plan, the Company has principally issued stock options to management 
employees that are granted at market value on the date of grant. Prior to 2005, under previous plans, these options were generally exercisable one year after 
the date of grant, with expiration 10 years from the date of grant. Effective with the May 2005 grant, the Company changed its vesting period from one to 
three years with the expiration date remaining at 10 years from date of grant. In addition to grants to management employees, the Company makes other 
minor stock option grants to employees, for which vesting terms and option lives are not substantially different, and also makes minor grants of restricted 
stock units and other stock-based grants. 

Outstanding shares under option include grants from previous plans. There were approximately 15,400 participants in the plan with either outstanding 
options or restricted stock units at December 31,2007. 

Management Stock Ownership Program 

Under option — 
January 1 
Granted 
Annual 
Progressive (Reload) 
Other 
Exercised 
Canceled 
December 31 
Options exercisable December 31 

Number of Exercise Number of Exercise Number of Exercise 
Options Price* ODtions Price* Outions Price* 

82,867,903 $ 67.41 80,157,713 $ 62.40 78,293,754 $ 58.70 

4,434,583 84.81 11,255,448 87.31 10,821,092 76.81 
461,813 87.12 652,552 80A4 751,995 81.19 

51,730 82.93 84,400 76.45 570,631 78.07 
(12,4984)51) 55,34 (8,693,946) 47.71 (9,027,646) 48.30 

(704.929) 77.36 (588.264) 74.72 (1.252.113) 75.65 
74.613.051 S 70.50 82.867.903 $ 67.41 80.157.713 $ 62.40 
58.816.963 $ 66.83 64.218.738 $ 62.85 68.714.166 $ 60.03 

"Weighted average 

For options outstanding at December 31,2007, the weighted-average remaining contractual life was 66 months and the aggregate intrinsic value was 
$1,070 billion. For options exercisable at December 31,2007, the weighted-average remaining contractual life was 57 months and the aggregate intrinsic 
value was $1,042 billion. As of December 31,2007, there was $118 million of compensation expense that has yet to be recognized related to non-vested 
stock option-based awards. This expense is expected to be recognized over the remaining vesting period with a weighted-average life of 18 months. The 
total intrinsic values of stock options exercised during 2007,2006 and 2005, respectively, was $373 million, $289 million and $278 million. Cash received 
from options exercised during 2007,2006 and 2005, respectively, was $692 million, $414 million and $437 million. 

The Company's actual tax benefits realized for the tax deductions related to the exercise of employee stock options for 2007,2006 and 2005, respectively, 
was $122 million, $93 million and $95 million. The Company does not have a specific policy to repurchase common shares to mitigate the dilutive impact 
of options; however, the Company has historically made adequate discretionary purchases, based on cash availability, market trends and other factors, to 
satisfy stock option exercise activity. 

Beginning in 2007, the Company began reducing the number of traditional stock options granted under its long-term incentive compensation plan by 
reducing the number of employees eligible to receive annual grants and by shifting a 
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portion of the annual grant away from traditional stock options primarily to restricted stock units. These changes will reduce the annual dilution impact from 
1.5% of total outstanding common stock to about 1%. However, associated with the reduction in the number of eligible employees, the Company provided a 
one-time "buyout" grant to the impacted employees, which resulted in increased stock-based compensation expense in 2007. The following table 
summarizes MSOP restricted stock and restricted stock unit activity dining the twelve months ended December 31,2007: 

Restricted Stock and 
Restricted Stock Units 

As of January 1,2007 
Granted 
Annual 
Other 
Vested 

Number of Grant Date 
Fair Value* 

411,562 $ 78.11 

1,695,592 77.88 
22,465 50.88 

(90,913) 77.38 
(37.1251 79.04 

As of December 31,2007 2.001.581 $ 77.63 

•Weighted average 

As of December 31,2007, there was $97 million of compensation expense that has yet to be recognized related to non-vested restricted stock and restricted 
stock units. This expense is expected to be recognized over the remaining vesting period with a weighted-average life of 39 months. The total fair value of 
restricted stock and restricted stock units that vested during the twelve-month periods ended December 31,2007 and 2006 was $6 million and $5 million, 
respectively. 

In addition, the Company issues cash settled Restricted Stock Units and Stock Appreciation Rights in certain countries. These grants do not result in the 
issuance of Common Stock and are considered immaterial by the Company. 

The remaining total MSOP shares available for grant under the 2005 MSOP Program are 4,408,083,13,074,202 and 24,937,892, respectively, as of 
December 31,2007,2006 and 2005. Restricted stock and restricted stock units, per the 2005 MSOP Program, shall be counted against the total 
shares available as 2.45 shares for every one share issued in connection with that award. 

Effective with the May 2005 grant, the Company no longer issues options eligible for additional progressive (reload) options; however, when a progressive 
option is issued upon the exercise of a pre-May 2005 non-qualified stock option, the option is revalued and additional stock compensation expense is 
incurred. 

For annual and progressive (reload) options, the weighted average fair value at the date of grant was calculated using the Black-Scholes option-pricing 
model and the assumptions that follow. 

MSOP Assumptions 

Prftmssive (Reload) 
2006 20115 2002 2000 2005 

Exercise price $ 84.79 $ 87.23 $ 76.87 $ 8712 $ 80.44 $ 81.19 
Risk-free interest rate 4.6% 5.0% 4.0% 4.6% 4.5% 3.7% 
Dividend yield 2.1% 2.0% 2.0% 2.1% 2.0% 2.0% 
Volatility 20.0% 20.0% 23,5% 18,4% 20.1% 20.9% 
Expected life (months) 69 69 69 25 39 40 
Black-Scholes fair value $ 18.12 $ 19JH $ 1828 $ 1326 2 12.53 | 13.18 

In connection with the adoption of SFAS No. 123R, in 2005 the Company reviewed and updated, among other things, its volatility and expected term 
assumptions. Expected volatility is a statistical measure of the amount by which a stock price is expected to fluctuate during a period. For the 2007,2006 
and 2005 annual grant date, the Company estimated the expected volatility based upon the average of the most recent one year volatility, the median of the 
term of the expected life rolling volatility, the median of the most recent term of the expected life volatility of 3M stock, and the implied volatility on the 
grant date. The expected term assumption is based on the weighted average of historical grants and assuming that options outstanding are exercised at the 
midpoint of the future remaining term. 
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As previously mentioned, the Company expanded its utilization of restricted stock units in conjunction with the May 2007 MSOP Annual Grant. The 
May 2007 annual restricted stock unit grant does not accrue dividends during the vesting period and vests over three years. The 2007 one-time "buyout" 
restricted stock unit grant vests over five years. 

General Employees' Stock Purchase Plan (GESPP): 

In May 1997, shareholders approved 30 million shares for issuance under the Company's GESPP. Substantially all employees are eligible to participate in 
the plan. Participants are granted options at 85% of market value at the date of grant. There are no GESPP shares under option at the beginning or end of 
each year because options are granted on the first business day and exercised on the last business day of the same month. 

General Employees' Stock 
Purchase Plan 

211112 
Exercise 

Shares EdSC? 
Options granted 1,507,335 S 69.34 
Options exercised (11507.335) 69.34 

Shares available for pant — December 31 8.940.650 

211116 21101 
Exercise Exercise 
Price* Shares Price* 

1,656,554 $ 65.25 1,646,521 $ 66.11 
f1.656.554) 65.25 (1.646.521) 66.11 
10,447.985 12.104.539 

"Weighted average 

The weighted-average fair value per option granted during 2007,2006 and 2005 was $12.24, $11.51 and $11.67, respectively. The fair value of GESPP 
options was based on the 15% purchase price discount. The Company recognized compensation expense for GESSP options of $18 million in 2007, $19 
million in 2006, and $19 million in 2005. 

MSOP/GESPP Stock-based Compensation Expense: 

The impact of stock-based compensation on net income and earnings per share provided below for the year ended December 31,2005, was recognized over 
the nominal vesting period, whereby if an employee retired before toe end of toe vesting period, toe Company would recognize any remaining unrecognized 
compensation cost at the date of retirement. SFAS No. 123R requires recognition under a non-substantive vesting period approach, requiring compensation 
expense recognition when an employee is eligible to retire. 3M employees in the United States are eligible to retire beginning at age 55 and after having 
completed five years of service. Approximately 25% of toe number of stock-based compensation awards are made to this population. The Company 
changed to the non-substantive vesting period approach for new stock compensation grants made after the Company's adoption of SFAS No. 123R on 
January 1,2006. Therefore, primarily beginning in May 2006 with toe annual MSOP grant, immediate expensing of those stock-based compensation 
awards granted to employees eligible to retire resulted in higher compensation expense than historically recognized in comparable prior periods. Capitalized 
stock-based compensation amounts were not material for 2007,2006 and 2005. The income tax benefits can fluctuate by period due to toe amount of 
Incentive Stock Options (ISO) exercised since the Company receives the ISO tax benefit upon exercise. The Company last granted ISO's in 2002. Amounts 
recognized in the financial statements with respect to both the MSOP and GESPP are as follows: 

MSOP / GESPP STOCK-BASED 
COMPENSATION EXPENSE 

flVlllllnm. emnt per share amounts) 
Cost of sales 
Selling, general and administrative expenses 
Research, development and related expenses 

Operating Income (Loss) 

In romp lay benefits 

Net Income (Loss) 

Earnings per share impact—diluted 
Earnings per share — diluted 

2007 

Years ended 
December SI 

21105 
S 47 $ 42 $ 27 

137 119 96 
44 39 32 

$ (228) $ (200) $ (155) 

s 93 $ 72 $ 67 

$ (135) $ (128) $ 

00 OO 

s (0.18) $ (0.17) $ (0.14) 
* 5.60 $ 5.06 3.98 
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The following table adjusts the revised diluted earnings per share for 2005 from the preceding table to reflect the approximate impact of using the 
non-substantive vesting period approach for these periods. 

Stock-Based Compensation 
Pro Forma Earning. Per Share — Diluted , • 2005 • , 
Eatniags per share — dflnted $ 3.98 
Impact of retirement-eligible employees $ (0.021 

Pro forma (justed to reflect non-substantive vesting period approach) $ 3.96 

NOTE 16. Business Segments 

Effective in the first quarter of 2007,3M made certain changes to its business segments in its continuing effort to drive growth by aligning businesses 
around markets and customers. The most significant of these changes are summarized as follows: 

3M's new emerging business opportunity in its Track and Trace initiative resulted in the merging of a number of formerly separate efforts into one 
concerted effort for future growth. Track and Trace has a growing an-ay of applications — from tracking packages to managing medical and legal records. 
The establishment of this new initiative within 3M's Safety, Security and Protection Services segment resulted in the transfer of certain businesses to this 
segment from other segments, including the transfer of HighJnmp Software Inc., a 3M U.S.-based subsidiary that provides supply chain execution software 
and solutions (Industrial and Transportation segment) and the transfer of certain Track and Trace products from the Electro and Communications segment. 

3M's Visual Systems business (Consumer and Office segment), which offers analog overhead and electronic projectors and film, was transferred to the 
Electro and Communications segment. This transfer is intended to leverage common markets, customers, suppliers and technologies. 

3M's Industrial and Transportation segment (Energy and Advanced Materials business) transferred the 3M™ Aluminum Conductor Composite 
Reinforced (ACCR) electrical power cable to the Electro and Communications segment (Electrical Markets business). With an aluminum-based metal 
matrix at its core, the ACCR product increases transmission capacity for existing power lines. The Electrical Markets business sells insulating, testing and 
connecting products to various markets, including the electric utility markets. 

Certain adhesives and tapes in the Industrial and Transportation segment (Industrial Adhesives and Tapes business) were transferred to the Consumer 
and Office segment (primarily related to the Construction and Home Improvement business and the Stationery Products business) and to the Electro and 
Communications segment (Electronics Markets Materials business). Certain maintenance-free respirator products for the consumer market in 3M's Safety, 
Security and Protection Services segment were transferred to the Consumer and Office segment (Construction and Home Improvement business). 

3M transferred Film Manufacturing and Supply Chain Operations, a resource for the manufacturing and development of films and materials, to the 
Display and Graphics Business from Corporate and Unallocated. 

The financial information presented herein reflects the impact of all of the preceding changes for all periods presented. 

3M's businesses are organized, managed and internally grouped into segments based on differences in products, technologies and services. 3M continues to 
manage its operations in six operating business segments: Industrial and Transportation segment, Health Care segment, Display and Graphics segment, 
Consumer and Office segment, Safety, Security and Protection Services segment and Electro and Communications segment. 3M's six business segments 
bring together common or related 3M technologies, enhancing the development of innovative products and services and providing for efficient sharing of 
business resources. These segments have worldwide responsibility for virtually all 3M product lines. 3M is not dependent on any single product or market. 
Certain small businesses and lab-sponsored products, as well as various corporate assets and expenses, are not allocated to the business segments. 

Transactions among reportable segments are recorded at cost. 3M is an integrated enterprise characterized by substantial intersegment cooperation, cost 
allocations and inventory transfers. Therefore, management does not represent that these segments, if operated independently, would report the operating 
income and other financial information shown. The allocations resulting from the shared utilization of assets are not necessarily indicative of the underlying 
activity for segment assets, depreciation and amortization, and capital expenditures. 
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Business Segment Products 

Binlngm Segment 
Industrial ami Transportation 

Health Care 

Display and Graphics 

Consumer and Office 

Safety, Security and Protection Services 

Electro and Communications 

Business Segment Information 

Major Products 
Tapes, coated and nonwoven abrasives, adhesives, specialty materials, filtration products, closures for 
disposable diapers, automotive components, abrasion-resistant films, structural adhesives and pa nt finishing 
and detailing products 
Medical and surgical supplies, sltin health and infection prevention products, pharmaceuticals tsoia m 
December 2006 and January 2007), drug delivery systems, dental and orthodontic products, health 
information systems and microbiology products 
Optical films and lens solutions for electronic displays, touch screens and touch monitors, reflective sheeting 
fin* transportation safety, and commercial graphics systems 
Sponges, scouring pads, high-performance cloths, consumer and office tapes, repositionable notes, carpet and 
fabric protectors, construction and home improvement products, home care products, protective material 
products and consumer health care products 
Personal protection products, safety and security products, energy control products, commercial cleaning and 
protection products, floor matting, roofing granules for asphalt shingles, and Track and Trace products, such 
as simply chain execution software solutions 
Packaging and interconnection devices, insulating and splicing solutions for the electronics, 
telecommunications, electrical industries, and visual systems 

(Millions! MH7 20DA 21105 2007 2006 2005 
Industrial and Transportation S 7,274 $ 6,640 $ 6,047 $ 1,501 $ 1,342 $ 1,210 
Health Care 3,968 4,011 3,760 1,882 1,845 1,114 
Display and Graphics 3,892 3,770 3,547 1,174 1,044 1,148 
Consumer and Office 3,403 3,164 2,926 688 629 609 
Safety, Security and Protection Services 3,070 2,663 2,320 611 549 513 
Electro and Communications 2,775 2,631 2,509 481 411 422 
Corporate and Unallocated 80 44 58 11441 U24) 1162) 
Total Company 24.462 $ 22.923 S 21.167 S 6.193 $ 5.696 $ 4.854 

A»"*« Demrgciatinn & Amnrtirntinn l-anltal EingnJItiirw 

Industrial and Transportation S 5,872 $ 5,180 $ 5,013 $ 294 $ 287 $ 282 S 396 S 284 $ 263 
Health Care 2,909 2,477 2,166 138 162 131 213 159 138 
Display and Graphics 3,199 3/135 2,775 222 232 189 341 323 237 
Consumer and Office 1,720 1,577 1,476 82 77 83 101 103 79 
Safety, Security and Protection 

1,720 

Services 2,344 2,061 1,429 161 120 121 205 151 100 
Electro and Communications 2,063 2,003 1,877 146 173 155 136 117 113 
Corporate and Unallocated 6.587 4.961 5.805 29 28 25 30 31 13 
Total Company S 24.694 $ 21.294 $ 20.541 S 1.072 1.079 $ 986 S 1.422 $ 1.168 943 
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Segment assets for the operating business segments (excluding Corporate and Unallocated) primarily include accounts receivable; inventory; property, plant 
and equipment — net; goodwill and intangible assets; and other miscellaneous assets. Assets included in Corporate and Unallocated principally are cash, 
cash equivalents and marketable securities; insurance receivables; deferred income taxes; certain investments and other assets, including prepaid pension 
assets; and certain unallocated property, plant and equipment. Corporate and unallocated assets can change from year to year due to changes in cash, cash 
equivalents and marketable securities, changes in prepaid pension and postretirement benefits, and ehanges in other unallocated asset categories. For 
management reporting purposes, corporate goodwill (which at December 31,2007, totaled approximately $400 million) is not allocated to the six operating 
business segments. In Note 3, corporate goodwill has been allocated to the respective market segments as required by SFAS No. 142 for impairment testing. 

Corporate and Unallocated operating income principally includes corporate investment gains and losses, certain derivative gains and losses, 
insurance-related gains and losses, certain litigation expenses, corporate restructuring program charges and other miscellaneous items. Because this 
category includes a variety of miscellaneous items, it is subject to fluctuation on a quarterly and annual basis. 

Refer to Note 2 and Note 4 for discussion of items that significantly impact business segment reported results. The most significant items impacting both 
2007 and 2006 results are the net gain on sale of the pharmaceuticals business (within the Health Care segment) and restructuring and other actions. 

NOTE 17. Geographic Areas 

Geographic area information is used by the Company as a secondary performance measure to manage its businesses. Export sales and certain income and 
expense items are reported within the geographic area where the final sales to 3M customers are made. 

Property, plant and 
Net sales to customers Oneraline Income MlllPmtlll. net 

(Millions) 21)07, , 2000 2005 2001, --20110.- 2005 , • 2007 2000 2005— 
United States $ 8,987 $ 8,853 $ 8,267 $ 1,692 $ 1,908 $ 1,200 S 3,668 $ 3,382 $ 3,291 
Asia Pacific 6,601 6,251 5,744 2,136 2,097 2,085 1,116 959 865 
Europe, Middle East and Africa 6,503 5,726 5,219 1,705 1,092 1 057 13* 1,162 1,076 
Latin America and Canada 2,365 2,080 1,881 665 629 512 490 404 361 
Other Unallocated 6 13 56 (51 (30) — — — — 
Total Company $ 24.462 $ 22.923 $ 21.167 $ 6.193 $ 5.696 $ 4.854 S 6.582 $ 5.907 $ 5.593 

Both 2007 and 2006 operating income results by geographic area were significantly impacted by the sale of businesses and restructuring and other exit 
activities. Refer to Note 2 and Note 4 for discussion of these items. 

Asia Pacific includes Japan net sales to customers of $2,063 billion in 2007, $2,048 billion in 2006, and $2,094 billion in 2005. Asia Pacific includes Japan 
net property, plant and equipment of $357 million in 2007, $345 million in 2006, and $350 million in 2005. 
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NOTE 18. Quarterly Data (Unaudited) 

(Mi])ioiu, except per-share amounts) 
2MZ 

Net sales 
Cost of sales 
Net income 
Earnings per share — basic 
Earnings per share — diluted 

First Second Third Fourth Year 
Onnrtrr Quarter QlUUltl OuartCf Z111Q. 

5,937 $ 6442 S 6477 $ 6406 $ 24,462 
3,022 3,175 3,240 3498 12,735 
1,368 917 9«9 851 4^)96 

1.88 1.28 144 1.20 5.70 
1.85 145 142 147 5.60 

218111 

Net sales 
Cost of sales 
Net income 

First 
Onarter 

Second Third Fourth Year 
2006 

$ 5,595 $ 5,688 $ 5,858 $ 5,782 $ 22,923 
2,721 2,840 2,990 3,162 11,713 

899 882 894 1,176 3,851 
- basic 1.19 1.17 1.20 1.60 5.15 
diluted 1.17 1.15 1.18 1.57 5.06 

Gross profit is calculated as net sales minus cost of sales. In 2007, gains on sales of businesses and real estate, net of restructuring and other items, increased 
net income by $448 million, or $0.62 per diluted share, with $422 million, or $0.57 per diluted share recorded in the first quarter of 2007.2007 included net 
benefits from gains related to the sale of businesses and a gain on sale of real estate, which were partially offset by increases in environmental liabilities, 
restructuring actions, and other exit activities. In 2006, a gain on sale, net of restructuring and other items, increased net income by $438 million, or $0.57 
per diluted share, with $354 million, or $0.47 per diluted share, recorded in the fourth quarter of 2006. 2006 included net benefits from gains related to the 
sale of certain portions of 3M's branded pharmaceuticals business and favorable income tax adjustments, which were partially offset by restructuring 
actions, acquired in-process research and development expenses, settlement costs of a previously disclosed antitrust class action, and environmental 
obligations related to the pharmaceuticals business. 

Item 9. Changes in and Disagreements With Accountants on Accounting and Financial Disclosure. 
None. 

Item 9A. Controls and Procedures. 

a. The Company carried out an evaluation, under the supervision and with the participation of its management, including the Chief Executive Officer and 
Chief Financial Officer, of the effectiveness of the design and operation of the Company's "disclosure controls and procedures" (as defined in the Exchange 
Act Rule 13a-15(e)) as of the end of the period covered by this report. Based upon that evaluation, the Chief Executive Officer and Chief Financial Officer 
concluded that the Company's disclosure controls and procedures are effective. 

b. The Company's management is responsible for establishing and maintaining an adequate system of internal control over financial reporting, as defined in 
the Exchange Act Rule 13a-15(f). The management conducted an assessment of the Company's internal control over financial reporting based on the 
framework established by the Committee of Sponsoring Organizations of the Treadway Commission in Internal Control — Integrated Framework. Based 
on the assessment, the management concluded that, as of December 31,2007, the Company's internal control over financial reporting is effective. The 
Company's internal control over financial reporting as of December 31, 2007 has been audited by PricewaterhouseCoopers LLP, an independent registered 
public accounting firm, as stated in their report which is included herein, which expresses an unqualified opinion on the effectiveness of the Company's 
internal control over financial reporting as of December 31, 2007. 

c. There was no change in the Company's internal control over financial reporting that occurred during the Company's most recently completed fiscal 
quarter that has materially affected, or is reasonably likely to materially affect, the Company's internal control over financial reporting. 
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Item 9B. Other Information. 
Effective March 31,2007, 3M voluntarily delisted from NYSE Area Inc., formerly the Pacific Exchange, to eliminate duplicative administrative 
requirements and costs inherent with dual listings as a result of the NYSE Group's recent merger with Archipelago Holdings, the parent company of NYSE 
Area. 3M does not believe that withdrawing its listing from NYSE Area Inc. will have any impact on the liquidity of its stock. NYSE Area will continue to 
trade 3M stock on an unlisted trading privilege basis. 3M's common stock will continue to be listed on the New York Stock Exchange, the company's 
principal listing exchange. 

PART III 

Documents Incorporated by Reference 
In response to Part III, Items 10,11,12,13 and 14, parts of the Company's definitive proxy statement (to be filed pursuant to Regulation 14A within 120 
days after Registrant's fiscal year-end of December 31,2007) for its annual meeting to be held on May 13,2008, are incorporated by reference in this 
Form 10-K. 

Item 10. Directors. Executive Officers and Corporate Governance. The information relating to directors and nominees of 3M is set forth under the 
caption "Proposal No. 1 — Election of Directors" in 3M's proxy statement for its 2007 annual meeting of stockholders ("3M Proxy Statement") and is 
incorporated by reference herein. Information about executive officers is included in Item 1 of this Annual Report on Form 10-K. The information required 
by Items 407(c)(3), (d)(4) and (d)(5) of Regulation S-K is contained under the captions "Governance of the Company — Director Nomination Process", 
"Board and Committee Membership — Audit Committee" of the 3M Proxy Statement and such information is incorporated by reference herein. 

Code of Ethics. All of our employees, including our Chief Executive Officer and Chief Financial Officer are required to abide by 3M's long-standing 
business conduct policies to ensure that our business is conducted in a consistently legal and ethical manner. 3M has posted the text of such code of ethics 
on its website (http://www.3M.com/businessconduct). At fee same website, any future amendments to the code of ethics will also be posted. Any person 
may request a copy of the code of ethics, at no cost, by writing to us at the following address: 

3M Company 
3M Center, Building 220-9E-02 
St. Paul, MN 55144-1000 
Attention: Director, Business Conduct and Compliance 
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Item 11. Executive Compensation. The information required by Item 402 of Regulation S-K is contained under the captions "Executive Compensation" 
(excluding the information under the caption "— Compensation Committee Report") and "Director Compensation and Stock Ownership Guidelines" of the 
3M Proxy Statement. Such information is incorporated by reference. 

The information required by Items 407(e)(4) and (e)(5) of Regulation S-K is contained under the captions "Compensation Committee Interlocks and Insider 
Participation" and "Executive Compensation — Compensation Committee Report" of the 3M Proxy Statement. Such information (other than the 
Compensation Committee Report, which shall not be deemed to be "filed") is incorporated by reference. 

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters. The information relating to security 
ownership of certain beneficial owners and management is set forth under the designation "Beneficial Ownership Table" and "Security Ownership of More 
Than 5 Percent Stockholders" in (he 3M Proxy Statement and such information is incorporated by reference herein. 

Equity compensation plans information follows: 

Equity Compensation Plans Information (1) 

Plan Category 
Equity compensation plans approved by security holders 
MSOP — Options 
MSOP — RSU's 
MSOP —Total 
GESPP 
Non-employee directors 

Subtotal 
Equity compensation plans not approved by security holders 

Total 

A 
Number of 

securities to be 
issued upon 
exercise of 

outstanding 
options, warrants 

andrighn 

B 
Weighted-

average 
exercise 
price of 

outstanding 
options, warrants 

and rights 

74,613,051 
2.001.581 

70.50 

76,614.632 70.50 

Number of securities 
remaining available for 
future issuance under 
equity compensation 

plans (excluding 
securities reflected in 

column CA\ 

4.408.083 
8,940,650 

504.893 
76.614.632 70.50 13.853.626 

76.614.632 70.50 13.853.626 

(1) The weighted-average exercise price in column B is only applicable to options issued under the MSOP. The number of securities remaining available 
for future issuance in column C is approved for the MSOP program in total and not individually with respect to MSOP-Options and MSOP-RSU's. 

Item 13. Certain Relationships and Related Transactions, and Director Independence. 
With respect to certain relationships and related transactions as set forth in Item 404 of Regulation S-K, no matters require disclosure. The information 
required by Item 407(a) of Regulation S-K is contained under the caption "Governance of the Company — Director Independence" of the 3 M Proxy 
Statement and such information is incorporated by reference herein. 

Item 14. Princinal Accounting Fees and Services. The information relating to principal accounting fees and services is set forth under the designation 
"Fees of the Independent Registered Public Accounting Firm" in the 3M Proxy Statement and such information is incorporated by reference herein. 
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PART IV 

Item 15. Exhibits and Financial Statement Schedules. 

(a) (1) Financial Statements. The consolidated financial statements filed as part of this report are listed in the index to financial statements on page 37 as 
follows: 

Page Number 
Renort of Independent Registered Public Accounting Firm 39 

Consolidated Statement of Income for the years ended December 31. 2007. 2006 
and 2005 40 

Consolidated Balance Sheet at Decemher 31. 2007 and 2006 41 

Consolidated Statement of Changes in Stockholders' Equity and Comprehensive 
Income for the years ended December 31. 2007. 2006 and 2005 42 

Consolidated Statement of Cash Flows for the years ended December 31.2007. 
2006 and 2005 43 

Notes to Consolidated Financial Statements 44-87 

(a) (2) Financial Statement Schedules. Financial statement schedules are omitted because of the absence of the conditions under which they are required or 
because the required information is included in the Consolidated Financial Statements or the notes thereto. The financial statements of unconsolidated 
subsidiaries are omitted because, considered in the aggregate, they would not constitute a significant subsidiary. 

(a) (3) Exhibits. The exhibits are either filed with this report or incorporated by reference into this report Exhibit numbers 10.1 through 10.24 are 
management contracts or compensatory plans or arrangements. See (b) Exhibits, which follow. 

(b) Exhibits. 

Index to Exhibits: 
(3) Articles of Incorporation and bylaws 

(3.1) Certificate of incorporation, as amended as of May 11,2007, is incorporated by reference from our Form 8-K dated May 14,2007. 
(3.2) Bylaws, as amended as ofFebruary 11,2008, is incorporated by reference from our Form 8-K dated February 11,2008. 

(4) Instruments defining the rights of security holders, including indentures: 
(4.1) Indenture, dated as of November 17,2000, between 3M and Citibank, N.A., with respect to 3M's senior debt securities, is incorporated by reference 

from our Form 8-K dated December 7,2000. 
(4.2) Indenture, dated as of November 21,2002, between 3M and Citibank, N.A., with respect to Liquid Yield Option™ Notes zero coupon senior debt 

securities, is incorporated by reference from Registration No. 333-103234 on Form S-3 filed on February 14,2003. 
(4.3) First Supplemental Indenture, dated as of November 16,2005, to Indenture between 3M and Citibank, N.A., with respect to Liquid Yield Option™ 

Notes zero coupon senior debt securities, is incorporated by reference from our 8-K dated November 17,2005. 
(4.4) Except as set forth in the preceding Exhibits 4.1,4.2 and 4.3, the instruments defining the rights of holders of long-term debt securities of 3M have 

been omitted. We agree to furnish to the SEC, upon request, a copy of such instruments with respect to issuances of long-term debt of 3M. 

(10) Material contracts and management compensation plans and arrangements: 
(10.1) 3M 2005 Management Stock Ownership Program is incorporated by reference from our Proxy Statement for the 2005 Annual Meeting of Stockholders. 
(10.2) 3M 2002 Management Stock Ownership Program is incorporated by reference from our Proxy Statement for the 2002 Annual Meeting of Stockholders. 
(10.3) 3M 1997 Management Stock Ownership Program is incorporated by reference from our Proxy Statement for the 1997 Annual Meeting of 

Stockholders. 
(10.4) 3M 1992 Management Stock Ownership Program is incorporated by reference from our Proxy Statement for the 1992 Annual Meeting of 

Stockholders. 
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(10.5) Form of award agreement for non-qualified stock options granted under the 2005 Management Stock Ownership Program, is incorporated by 
reference from our Form 8-K dated May 16,2005. 

(10.6) Form of award agreement for non-qualified stock options granted under the 2002 Management Stock Ownership Program, is incorporated by 
reference from our Form 10-K for die year ended December 31,2004. 

(10.7) 3M 1997 General Employees' Stock Purchase Plan, as amended through November 8,2004, is incorporated by reference from our 
Form 10-K for the year ended December 31,2004. 

(10.8) 3M VIP (Voluntary Investment Plan) Plus is incorporated by reference from Registration Statement No. 333-73192 on Form S-8, filed on 
November 13,2001. 

(10.9) 3M Deferred Compensation Plan, as amended through February 2008, is incorporated by reference from our 8-K dated February 14,2008. 
(10.10) 3M Executive Annual Incentive Plan is incorporated by reference from our Form 8-K dated May 14,2007. 
(10.11) 3M Performance Unit Plan, as amended through February 11,2007, is incorporated by reference from our Form 8-K dated May 14,2007. 
(10.12) Description of changes to Non-Employee Director Compensation and Stock Ownership Guidelines dated as of August 13,2007 is 

incorporated by reference from our Form 10-Q for the quarter ended September 30,2007. 
(10.13) Description of changes to 3M Compensation Plan for Non-Employee Directors is incorporated by reference from our Form 8-K dated 

August 8,2005. 
(10.14) 3M Compensation Plan for Non-Employee Directors, as amended, through November 8,2004, is incorporated by reference from our 

Form 10-K for the year ended December 31, 2004. 
(10.15) 3M 1992 Directors Stock Ownership Program, as amended through November 8,2004, is incorporated by reference from our Form 10-K for 

the year ended December 31,2004. 
(10.16) 3M Executive Life Insurance Plan, as amended, is incorporated by reference from our Form 10-K for the year ended December 31,2003. 
(10.17) Summary of Personal Financial Planning Services for 3M Executives is incorporated by reference from our Form 10-K for the year ended 

December 31,2003. 
(10.18) 3M policy on reimbursement of incentive payments is incorporated by reference from our Form 10-K for the year ended December 31,2006. 
(10.19) Employment agreement dated as of December 6,2005, between 3M and George W. Buckley is incorporated by reference from our Form 8-K 

dated December 9,2005. 
(10.20) Amendment, dated August 14,2006, to employment agreement between 3M and George W. Buckley is incorporated by reference from our 

Form 10-Q for the quarter ended September 30,2006. 
(10.21) Description of compensation plan for Robert S. Morrison is incorporated by reference from our Form 8-K dated August 8,2005. 
(10.22) Employment agreement dated as of January 23,2002, between 3M and Patrick D. Campbell is incorporated by reference from CHIT 

Form 10-K for the year ended December 31,2001. 
(10.23) Employment agreement dated as of November 19,2002, between 3M and Richard F. Ziegler is incorporated by reference from our 

Form 10-K for the year ended December 31,2002. 
(10.24) Letter agreement dated as of March 14, 2007, between 3M and Richard F. Ziegler is incorporated by reference from our 8-K dated March 19, 

2007. 
(10.25) Five-year credit agreement as of April 30,2007, is incorporated by reference from our Form 8-K dated May 3, 2007. 

Filed electronically herewith: 
12) Calculation of ratio of earnings to fixed charges. 
21) Subsidiaries of the Registrant. 

(23) Consent of Independent Registered Public Accounting Firm. 
(24) Power of attorney. 

(31.1) Certification of the Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002, 18 U.S.C. Section 1350. 
(312) Certification of the Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002,18 U.S.C. Section 1350. 
(32.1) Certification of the Chief Executive Officer pursuant to Section 906 of the Sarbanes-Oxley Act of 2002,18 U.S.C. Section 1350. 
(32.2) Certification of the Chief Financial Officer pursuant to Section 906 of the Sarbanes-Oxley Act of 2002,18 U.S.C. Section 1350. 
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SIGNATURES 

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed on its 
behalf by the undersigned, thereunto duly authorized. 

3M COMPANY 

By /s/ Patrick D. Campbell 
Patrick D. Campbell, 

Senior Vice President and Chief Financial Officer 
(Principal Financial and Accounting Officer) 

February 15,2008 

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following persons on behalf of the Registrant 
and in the capacities indicated on February 15,2008. 

George W. Buckley 

Linda G. Alvarado 
Vance D. Coffinan 
Michael L. Eskew 
W. James Farrell 
Herbert L. Henkel 
Edward M. Liddy 
Robert S. Morrison 
Aulana L. Peters 
Rozanne L. Ridgway 

Title 

Chairman of the Board, President and Chief Executive Officer (Principal 
Executive Officer ami Director) 
Director 
Director 
Director 
Director 
Director 
Director 
Director 
Director 
Director 

Patrick D. Campbell, by signing his name hereto, does hereby sign this document pursuant to powers of attorney duly executed by the other persons named, 
filed with the Securities and Exchange Commission on behalf of such other persons, all in the capacities and on the date stated, such persons constituting a 
majority of the directors of the Company. 

Bv/s/ Patrick D. Campbell 
Patrick D. Campbell, Attorney-in-Fact 
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OF 1934 
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executive officer is an affiliate. 
The number of shares of common stock outstanding as of 19 November 2007 was 215,386,799. 

DOCUMENTS INCORPORATED BY REFERENCE 
Parts I, II and IV: Annual Report to Shareholders for the fiscal year ended 30 September 2007. With the exception of those portions that are incorporated by 
reference into Parts I, II and IV of this Form 10-K, the Annual Report is not deemed to be filed. 
Part III: Proxy Statement for Annual Meeting of Shareholders to be held 24 January 2008. 
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ITEM 1. BUSINESS. 
GENERAL DESCRIPTION OF BUSINESS 
Air Products andChemicals.Inc. (the "Company"), a Delaware corporation originally founded in 1940, serves technology, energy, industrial and healthcare 
customers globally with a unique portfolio of products, services and solutions that include atmospheric gases, process and specialty gases, performance 
materials, equipment and services. The Company is the world's largest supplier of hydrogen and helium and has built leading positions in growth markets 
such as semiconductor materials, refinery hydrogen, natural gas liquefaction, and advanced coatings and adhesives. As used in this Report unless the 
context indicates otherwise, the term "Company" includes subsidiaries and predecessors of the registrant and its subsidiaries 
The Company manages its operations, assesses performance and reports earnings under six business segments: Merchant Gases; Tonnage Gases; FWtnWc 
and Performance Materials; Equipment and Energy; Healthcare; and Chemicals. The Company previously managed its operations and reported results under 
three business segments: Gases, Chemicals and Equipment. 
FINANCIAL INFORMATION ABOUT SEGMENTS 
Financial information concerning the Company's six business segments appears in Note 21 to the Consolidated Financial Statements included under Item 8 
herein, which information and all other specific references herein to information appearing in the 2007 Financial Review Section of the Annual Report are 
incorporated herein by reference. 
NARRATIVE DESCRIPTION OF BUSINESS BY SEGMENTS 
MERCHANT GASES 
Merchant Gases sells industrial gases such as oxygen, nitrogen and argon (primarily recovered by the cryogenic distillation of air), hydrogen and helium 
(purchased or refined from crude helium), and certain medical and specialty gases throughout the world to customers in many industries, including those in 
metals, glass, chemical processing, food processing, medical gases, steel, general manufacturing and petroleum and natural gas industries. 
Merchant Gases delivers its products by one of the following three methods: 

(1) "liquidbulk" — under which product is delivered in bulk (in liquid or gaseous form) by tanker or tube trailer and stored, usually in its liquid state, in 
equipment designed and installed by the Company at the customer's site for vaporizing into a gaseous state as needed. Liquid bulk sales are typically 
governed by three-to-five year contracts; 
(2) "packaged gases " — under which small quantities of product are delivered in either cylinders or dewars. The Company operates packaged gas 
businesses in Europe, Asia and Brazil; in the United States, its packaged gas business sells products only for the electronics and magnetic resonance 
imaging (principally helium) industries; and 
(3) "small on-site plants" — under which customers receive product through small on-sites (cryogenic or non-cryogenic generators) either by a sale of 
gas contract or the sale of the equipment to the customer. 

Electric power is the largest cost component in die production of atmospheric gases — oxygen, nitrogen and argon. Natural gas is also an energy source at a 
number of the Company's Merchant Gases facilities. The Company mitigates energy and natural gas prices through pricing formulas and surcharges. A 
shortage or interruption of electricity or natural gas supply, or a price increase that cannot be passed through to customers, possibly for competitive reasons, 
may adversely affect the operations or results of Merchant Gases. During fiscal year 2007, no significant difficulties were encountered in obtaining 
supplies of energy or raw materials. Shortages of argon and helium did limit further growth in our Merchant Gases segment in fiscal year 2007. 
Merchant Gases competes in the United States against three global industrial gas companies, L'Air Liquide S-A., Linde AG and Praxair, Inc., and several 
regional sellers (including Airgas, Inc.). Competition is based primarily on price, reliability of supply and the development of applications for use of 
industrial gases. Similar competitive situations exist in the European 
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and Asian industrial gas markets in which the Company competes against the three global companies as well as regional competitors. 
Sales of atmospheric gases (oxygen, nitrogen and argon) constituted approximately 17 percent of the Company's consolidated sales in fiscal year 2007, 
18 percent in fiscal year 2006 and 17 percent in fiscal year 2005. 
TONNAGE GASES 
Tonnage Gases provides hydrogen, carbon monoxide, nitrogen, oxygen and syngas principally to the petroleum refining, chemical and metallurgical 
industries worldwide. Gases are produced at large facilities located adjacent to customers facilities or by pipeline systems from centrally-located 
production facilities and are generally governed by contracts with fifteen-to-twenty year terms. The Company is the world's largest provider of hydrogen, 
which is used by oil refiners to facilitate the conversion of heavy crude feedstock and lower the sulfiir content of gasoline and diesel fuels to reduce smog 
and ozone depletion. The metallurgical industry utilizes nitrogen for inerting and oxygen for the manufacture of steel and certain non-ferrous metals, and 
the chemical industry uses hydrogen, oxygen, nitrogen, carbon monoxide and syngas (a hydrogen-carbon monoxide mixture) as feedstocks in the 
production of many basic chemicals. The Company delivers product through pipelines from centrally located facilities in or near the Texas Gulf Coast; Los 
Angeles, California; Baton Rouge and New Orleans, Louisiana; Alberta, Canada; Rotterdam, the Netherlands; Ulsan, Korea; Tangshan, China; Kuan Yin, 
Taiwan; Singapore; and Camafari, Brazil. The Company owns less than controlling interests in pipelines located in Thailand, Singapore and South Africa. 
Electric power is the largest cost component in the production of atmospheric gases. Natural gas is also an energy source at a number of Tonnage Gases 
facilities. The Company mitigates energy and natural gas prices through long-term cost pass-through contracts. Natural gas is the principal raw material for 
hydrogen, carbon monoxide and syngas production. During fiscal year 2007, no significant difficulties were encountered in obtaining adequate supplies of 
energy or raw materials. 
Tonnage Gases competes in the United States against three global industrial gas companies, L'Air Liquide S.A., Linde AG and Praxair, Inc., and several 
regional sellers. Competition is based primarily on price, reliability of supply, the development of applications that use industrial gases and, in some cases, 
provision of other services or products such as power and steam generation. Similar competitive situations exist in the European and Asian industrial gas 
markets where the Company competes against the three global companies as well as regional competitors. 
Tonnage Gases hydrogen sales constituted approximately 15 percent of the Company's consolidated sales in fiscal year 2007,15 percent in fiscal year 2006 
and 12 percent in fiscal year 2005. 
ELECTRONICS AND PERFORMANCE MATERIALS 
Electronics and Performance Materials employs applications technology to provide solutions to a broad range of global industries through chemical 
synthesis, analytical technology, process engineering and surface science. This segment provides the electronics industry with specialty gases (such as 
nitrogen trifluoride, silane, aisine, phosphine, white ammonia, silicon tetrafluoride, carbon tetrafluoride, hexafluoromethane, critical etch gases and tungsten 
hexafluoride), as well as tonnage gases (primarily nitrogen), specialty and bulk chemicals, services and equipment for the manufacture of silicon and 
compound semiconductors, thin film transistor liquid crystal displays and photovoltaic devices. These products are delivered through various supply chain 
methods, including bulk delivery systems or distribution by pipelines such as those located in California's Silicon Valley; Phoenix, Arizona; Tainon, 
Taiwan; Gumi and Giheung, Korea; and Tianjin and Shanghai, China. The Company has announced that the High Process Purity Chemicals business will be 
sold during fiscal year 2008. 
Electronics and Performance Materials also provides performance materials for a wide range of products, including coatings, inks, adhesives, civil 
engineering, personal care, institutional and industrial cleaning, mining, oil refining and polyurethanes, and focuses on the development of new materials 
aimed at providing unique functionality to emerging markets. Principal performance materials include polyurethane catalysts and other additives for 
polyurethane foam, epoxy amine curing agents and auxiliary products for epoxy systems and specialty surfactants for formulated systems. 
The Electronics and Performance Materials segment uses a wide variety of raw materials, including alcohols, ethyleneamines, cyclohexamine, acrylonitriles 
and glycols. During fiscal year 2007, no significant difficulties were encountered in obtaining adequate supplies of energy or raw materials. 
The Electronics and Performance Materials segment faces competition on a product-by-product basis against competitors ranging from niche suppliers 
with a single product to larger and more vertically integrated companies. Competition is principally conducted on the basis of price, quality, product 
performance, reliability of product supply, technical innovation, service and global infrastructure. 
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Total sales from Electronics and Performance Materials constituted approximately 21 percent of the Company's consolidated sales in fiscal year 2007, 
21 percent in fiscal year 2006 and 21 percent in fiscal year 2005. 
EQUIPMENT AND ENERGY 
Equipment and Energy designs and manufactures cryogenic and gas processing equipment for air separation (utilizing membrane technology and adsorption 
technology), hydrocarbon recovery and purification, natural gas liquefaction (known as "LNG") and helium distribution (cryogenic transportation 
containers), and serves energy markets in a variety of ways. 
Equipment is sold globally to customers in the chemical and petrochemical manufacturing, oil and gas recovery and processing and steel and primary metals 
processing industries. The segment also provides a broad range of plant design, engineering, procurement and construction management services to its 
customers. 
Energy maikets are served through the Company's operation and partial ownership of cogeneration and flue gas desulphurization facilities and its 
development of hydrogen as an energy carrier and oxygen-based technologies to serve energy markets in the future. The Company owns and operates a 
cogeneration facility in Calvert City, Kentucky; operates and owns fifty percent interests in a 49-megawatt fluidized-bed coal-fired power generation 
facility in Stockton, California and a 24-megawatt gas-fired combined-cycle power generation facility near Rotterdam, the Netherlands; and operates and 
owns a 48.8 percent interest in a 112-megawatt gas-fueled power generation facility in Thailand. The Company also operates and owns a fifty percent 
interest in a flue gas desulphurization facility in Indiana. 
Steel, aluminum and capital equipment subcomponents (compressors, etc.) are the principal raw materials in the equipment portion of this segment. 
Adequate raw materials for individual projects are acquired under firm purchase agreements. Coal, petroleum coke and natural gas are the largest cost 
components in the production of energy. The Company mitigates these cost components, in part, through long-term cost-pass-through contracts. During 
fiscal year 2007, no significant difficulties were encountered in obtaining adequate supplies of raw materials. 
Equipment and Energy competes with a great number of firms for all of its offerings except LNG heat exchangers, for which there are fewer competitors 
due to the limited market size and proprietary technologies. Competition is based primarily on technological performance, service, technical know-how, 
price and performance guarantees. 
The backlog of equipment orders (including letters of intent believed to be firm) from third party customers (including equity affiliates) was approximately 
$258 million on 30 September 2007, approximately 42 percent of which is for cryogenic air separation equipment and 27 percent of which is for LNG heat 
exchangers, as compared with a total backlog of approximately $446 million on 30 September 2006. The Company expects that approximately $225 million 
of the backlog on 30 September 2007 will be completed during fiscal year 2008. 
HEALTHCARE 
Healthcare provides respiratory therapies, home medical equipment and infusion services to over 500,000 patients in their homes. The Company operates in 
fifteen countries, including the United States, and is the market leader in Spain, Portugal, the United Kingdom and Mexico. Its serves patients whose 
conditions include chronic lung disease, asthma, emphysema, sleep apnea and diabetes by providing oxygen therapy, pharmacist-managed direct-shipped 
respiratory medications, home nebulizer therapy, sleep management therapy, anti-infection therapy, enteral nutrition, beds and wheelchairs. 
Labor is the largest cost component in this segment. In addition, the Company purchases oxygen concentrators and cylinders, beds, wheelchairs, sleep apnea 
products and equipment for respiratory therapy from multiple vendors. 
The home healthcare market is highly competitive. Competition in the Company's Healthcare segment involves regulatory compliance, price, quality, 
service and reliability of supply. Home healthcare in the United States is served by over 2,000 regional and local providers, including Apria Healthcare 
Group and Lincare Holdings Inc. Reimbursement levels are established by fee schedules regulated by Medicare and Medicaid or by the levels negotiated 
with insurance companies. Accordingly, in the United States, home healthcare companies compete primarily on the basis of service. The structure of home 
healthcare in Europe is different from that in die United States. In certain countries in Europe, competitive bidding leads to exclusive supply arrangements 
for fixed terms. In other European countries, a licensed home healthcare provider competes for customers in a manner similar to that in the U.S. Three large 
industrial gas companies, L'Air Liquids S.A., Linde AG, and Praxair, Inc., represent Healthcare's principal competitors in Europe. Maintaining 
competitiveness requires efficient logistics, reimbursement and accounts receivable systems. 
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CHEMICALS 
The Chemicals segment consists of the Polymer Emulsions business and the Polyurethane Intermediates (PUI) business. The Company announced plans to 
divest its Polymer Emulsions business in 2006 and is currently in advanced discussions with its partner in the business, Wacker Chemie AG, over Wacker's 
purchase of the Company's interests in their two polymers joint ventures. 
Polymers are water-based and water-soluble emulsion products derived primarily from vinyl acetate monomer. The Company's major emulsions products 
are AIRFLEX vinyl acetate-ethylene copolymer emulsions and vinyl acetate homopolymer emulsions, which are used in adhesives, nonwoven fabric 
binders, paper coatings, paints, inks and carpet backing binder formulations. 
The Company produces di-nitrotoluene ("DNT"), which is converted to toluene diamine ("TDA") and sold for use as an intermediate in the manufacture of 
a major precursor of flexible polyurethane foam used in furniture cushioning, carpet underlay, bedding and seating in automobiles. Most of the Company's 
TDA is sold under long-term contracts to a small number of customers. 
The Company employs proprietary technology and scale of production to differentiate its polyurethane intermediates from those of its competitors. The 
Company also produces nitric acid as a raw material for its intermediates. 
The Chemicals segment's principal raw material purchases are chemical intermediates produced by others from basic petrochemical feedstocks such as 
olefins and aromatic hydrocarbons, which are generally derived from various crude oil fractions or from liquids extracted from natural gas. The Company 
purchases its chemical intermediates, which are generally readily available, from many sources and normally is not dependent on one supplier. The 
Company uses such raw materials in the production of emulsions and polyurethane intermediates. In addition, the Company purchases finished and 
semi-finished materials and chemical intermediates from many suppliers. The Company also purchases ammonia under long-term contracts as a feedstock 
for its Pasadena, Texas facility. During fiscal year 2007, there was a shortage of a key polymers raw material, vinyl acetate monomer, however, the business 
was able to obtain adequate supplies. There were no other significant difficulties in supplying adequate supplies of energy or raw materials. 
The Chemicals segment competes against a number of chemical companies, some of which are larger and more vertically integrated than the Company. 
While competition varies from product to product, the Company believes it has strong market positions in most of its chemical products. The possibility of 
back integration by large customers is a major competitive factor in the Company's polyurethane intermediates business. Competition is conducted 
principally cm the basis of price, quality, product performance, reliability of product supply and technical service assistance. 
Chemicals sales constituted 10 percent of the Company's consolidated sales in fiscal year 2007,10 percent in fiscal year 2006 and 12 percent in fiscal year 
2005. 
NARRATIVE DESCRIPTION OF THE COMPANY'S BUSINESS GENERALLY 
FOREIGN OPERATIONS 
The Company, through subsidiaries, affiliates and minority-owned ventures, conducts business in over forty countries outside the United States. Its 
international businesses are subject to risks customarily encountered in foreign operations, including fluctuations in foreign currency exchange rates and 
controls, import and export controls and other economic, political and regulatory policies of local governments. 
The Company has majority or wholly-owned foreign subsidiaries that operate in Canada, 17 European countries (including the United Kingdom and Spain), 
11 Asian countries (including China, Korea, Singapore and Taiwan) and four Latin American countries (including Mexico and Brazil). The Company also 
owns less-than-controlling interests in entities operating in Europe, Asia, Africa and Latin America (including Italy, Germany, China, Korea, India, 
Singapore, Thailand, South Africa and Mexico). 
Financial information about the Company's foreign operations and investments is included in Notes 8,17 and 21 to the Consolidated Financial Statements 
included under Item 8 herein. Information about foreign currency translation is included under "Foreign Currency" in Note 1 and information on the 
Company's exposure to currency fluctuations is included under "Currency Risk Management" in Note 6 to the Consolidated Financial Statements included 
under Item 8 herein and in Management's Discussion and Analysis of Financial Condition and Results of Operations under "Foreign Currency Exchange 
Rate Risk" included under Item 7 herein. Export sales from operations in the United States to unconsolidated customers amounted to $715 million, 
$732 million and $714 million in fiscal years 2007,2006 and 2005, respectively. Total export sales in fiscal year 2007 included $422 million in export sales 
to affiliated 
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customers. The sales to affiliated customers were primarily equipment sales within the Equipment and Energy segment and Electronic and Performance 
Materials sales. 
TECHNOLOGY DEVELOPMENT 
The Company pursues a market-oriented approach to technology development through research and development, engineering and commercial 
development processes. It conducts research and development principally in its laboratories located in the United States (Trexlertown, Pennsylvania; 
Carlsbad, California; Milton, Wisconsin; and Phoenix, Arizona), the United Kingdom (Basingstoke, London and Camngton); Germany (Burghausen and 
Hamburg); the Netherlands (Utrecht); Spain (Barcelona and Madrid) and Asia (Tokyo, Japan; Shanghai, China; Giheung, Korea; and Hsinchu, Taiwan). 
The Company also funds and cooperates in research and development programs conducted by a number of major universities and undertakes research work 
funded by others—principally the United States Government. 
The Company's corporate research groups, which include materials, process and analytical centers, support the research efforts of various businesses 
throughout the Company. Technology development efforts for use within Merchant Gases, Tonnage Gases and Equipment and Energy focus primarily on 
new and improved processes and equipment for the production and delivery of industrial gases and new or improved applications for all such products. 
Research and technology development for Electronics and Performance Materials is primarily concerned with new products and applications to strengthen 
and extend the Company's present positions. Work is also performed in Electronics and Performance Materials to lower processing costs and develop new 
processes for foe new products. In Healthcare, foe Company employs new scientific developments, knowledge, clinical evidence or technology to develop 
new products and services that focus on both foe clinical and home healthcare environment. 
Research and development expenditures were $140 million during fiscal year 2007, $151 million in fiscal year 2006 and $132 million in fiscal year 2005, 
and the Company expended $19 million on customer-sponsored research activities during fiscal year 2007, $21 million during fiscal year 2006 and 
$17 million in fiscal year 2005. 
As of 1 November 2007, foe Company owned 1,031 United States patents and 2,912 foreign patents and is a licensee under certain patents owned by others. 
While foe patents and licenses are considered important, foe Company does not consider its business as a whole to be materially dependent upon any 
particular patent, patent license or group of patents or licenses. 
ENVIRONMENTAL CONTROLS 
The Company is subject to various environmental laws and regulations in foe countries in which it has operations.'Compliance with these laws and 
regulations results in higher capital expenditures and costs. From time to time foe Company is involved in proceedings under the Comprehensive 
Environmental Response, Compensation, and Liability Act (the federal Superftmd law), similar state laws and foe Resource Conservation and Recovery Act 
(RCRA) relating to foe designation of certain sites for investigation and possible cleanup. Additional information with respect to these proceedings is 
included under Item 3, Legal Proceedings, below. The Company's accounting policies on environmental expenditures are discussed in Note 1 and 
particulars on environmental loss contingencies are provided in Note 19 to foe Consolidated Financial Statements included under Item 8 herein. 
The amounts charged to income from continuing operations on an after—tax basis related to environmental matters totaled $25 million in fiscal 2007, 
$26 million in 2006 and $26 million in 2005. These amounts represent an estimate of expenses for compliance with environmental laws, remedial activities 
and activities undertaken to meet internal Company standards. Such costs are estimated to be $21 million in 2008 and $22 million in 2009. 
Although precise amounts are difficult to define, foe Company estimates that in fiscal year 2007 it spent approximately $11 million on capital projects to 
control pollution versus $ 14 million in 2006. Capital expenditures to control pollution in future years are estimated at approximately $ 10 million in 2008 
and $6 million in 2009. The cost of any environmental compliance generally is contractually passed through to the customer. 
The Company accrues environmental investigatory and remediation costs for identified sites when it is probable that a liability has been incurred and the 
amount of loss can be reasonably estimated. The potential exposure for such costs is estimated to range from $52 million to a reasonably possible upper 
exposure of $65 million. The accrual on foe balance sheet for 30 September 2007 was $52.2 million and for 30 September 2006 was $52.4 million. Actual 
costs to be incurred in future periods may vary from the estimates, given inherent uncertainties in evaluating environmental exposures. Subject to the 
imprecision in estimating future environmental costs, foe Company does not expect that any sum it may have to pay in connection with environmental 
matters in excess of the amounts recorded or disclosed above would have a materially adverse effect on its financial condition or results of operations in any 
one year. 
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INSURANCE 
The Company's policyis to obtain public liability and property insurance coverage that is currently available at what management determines to be a fair 
and reasonable price. The Company maintains public liability and property insurance coverage at amounts that management believes are sufficient to meet 
the Company s anticipated needs m light of histoncal experience to cover future litigation and claims. There is no assurance, however, that the Company 
will not incur losses beyond the limits of, or outside the coverage of its insurance. 
EMPLOYEES 
On 30 September 2007, the Company (including majority-owned subsidiaries) had approximately 22,100 employees, of whom approximately 21,500 were 
full-time employees and of whom approximately 11,200 were located outside the United States. The Company has collective bargaining agreements with 
unions at various locations that expire on various dates over the next four years. The Company considers relations with its employees to be satisfactory and 

expiring or expired collective bargaining agreements will result in a material adverse impact on the Company. 
AVAILABLE INFORMAllON 
^Periodic tuid current reports, registration statements and other filings that the Company is required to file with the Securities and Exchange Commission 
( SEC ), including the Company s annual report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and amendments to those 
reports filed or furnished pursuant to Section 13(a) of the Exchange Act (the "1934 Act Reports"), are available free of charge through the Company's 
Internet'Websitei at www.airtyoducts.com. Such documents are available as soon as reasonably practicable after electronic filing of the material with the 
SEC. All 1934 Act Reports filed during the period covered by this Report were available on the Company's website on the same day as filing 
The public may also read and copy any materials filed by the Company with the SEC at the SEC's Public Reference Room at 100 F Street, N.E. 
Washington, DC 20549. The public may obtain information on the operation of the Public Reference Room by calling the SEC at 1-800-SEC-0330. The 
SEC maintains an Internet site that contains reports, proxy and information statements and other information regarding issuers that file electronically with 
the SEC; the address of that site is www.sec.gov. 
SEASONALITY 
Although none of the six business segments are subject to seasonal fluctuations to any material extent, the Chemicals segment is susceptible to the cyclical 
nature of uie chemicals industry. The Electronics and Performance Materials segment is susceptible to the cyclical nature of the electronics industry and to 
seasonal fluctuations in underlying end-use Performance Materials markets. 
WORKING CAPITAL 
The Company's policy is to consistently maintain an adequate level of working capital to support its business needs at all times 
CUSTOMERS 
There is no single or small number of customers upon which any business segment deoends. 
GOVERNMENTAL CONTRACTS y 

No segment's business is subject to a government entity's renegotiation of profits or termination of contracts that would be material to the Company's 
business as a whole. 

http://www.airtyoducts.com
http://www.sec.gov
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EXECUTIVE OFFICERS OF THE COMPANY 
The Company's executive officers and their respective positions and ages on IS November 2007 follow. Except where indicated, each of the executive 
officers listed below has been employed by the Company in the position indicated during die past five fiscal years. Information with respect to offices held 
is stated in fiscal years. 

Name Age 

M. Scott Crocco 43 

Robert D. Dixon 48 
(A) 

Michael F. Hilton 53 
(A) 

Paul E. Huck 57 
(A) 

Stephen I. Jones 46 
(A) 

John W. Marsland 41 
(A) 

John E. McGlade 53 
(AXBXQ 

Lynn C. Minella 49 
(A) 

Scott A. Sherman 56 
(A) 

Office 

Vice President and Corporate Controller 
(became Vice President in 2008; Corporate Controller in 2006; and Director of Corporate Decision Support in 2003) 

Senior Vice President and General Manager—Merchant Gases 
(became Senior Vice President in 2008; Vice President and General Manager—Merchant Gases in 2007; President—Air 
Products Asia in 2003; and Vice President—Air Products Asia in 2003) 

Senior Vice President and General Manager—Electronics and Performance Materials 
(became Senior Vice President in 2008; Vice President and General Manager—Electronics and Performance Materials in 
2007; and Vice President—Electronics Businesses in 2003) 

Senior Vice President and Chief Financial Officer 
(became Senior Vice President in 2008; Vice President and Chief Financial Officer in 2004; and Vice President and 
Corporate Controller in 2002) 

Senior Vice President, General Counsel and Secretary 
(became Senior Vice President, General Counsel and Secretary in 2008; Vice President and Associate General Counsel 
in 2007; and Vice President and General Manager—Industrial Chemicals Division in 2003) 

Vice President and General Manager—Healthcare 
(became Vice President and General Manager—Healthcare in 2007; Vice President and General Manager, Global 
Healthcare in 2005; and Vice President—Corporate Development Office in 2003) 

President and Chief Executive Officer 
(became Chief Executive Officer in 2008; President and Chief Operating Officer in 2006; Group Vice 
President—Chemicals in 2003; and Vice President—Chemicals Group Business Divisions in 2003) 

Senior Vice President—Human Resources and Communications 
(became Senior Vice President—Human Resources and Communications in 2008; Vice President—Human Resources in 
2004; and Vice President, Human Resources, Software Group, International Business Machines Corporation in 2002) 

Senior Vice President and General Manager—Tonnage Gases, Equipment and Energy 
(became Senior Vice President in 2008; Vice President and General Manager—Tonnage Gases, Equipment and Energy 
in 2007; and Vice President and General Manager—Energy and Process Industries in 2001) 
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(A) Member, Corporate Executive Committee 
(B) Member, Board of Directors 
(C) Member, Executive Committee of the Board of Directors 
ITEM 1A. RISK FACTORS. 
The Company operates in over 40 countries around the world and faces a variety of risks and uncertainties that could materially affect its future operations 
and financial performance. Many of these risks and uncertainties are not within the Company's control. Risks that may significantly impact the Company 
include the following: 
Overall Eeonomie Conditions and Demand for Produets — General economic conditions in markets in which the Company does business can 
impact the demand for its goods and services. Decreased demand for its products and services can have a negative impact on the Company's 
financial performance and cash flow. 
Demand for the Company's products and services in part depends on the general economic conditions affecting the countries and industries in which the 
Company does business. A downturn in economic conditions in a country or industry served by the Company may negatively impact demand for the 
Company's products and services, in turn negatively impacting the Company's operations and financial results. Further, changes in demand for its products 
and services can magnify the impact of economic cycles on the Company's businesses. Unanticipated contract terminations by current customers can 
negatively impact operations, financial results and cash flow. The Company's recent divestiture of certain of its chemicals businesses, along with the 
potential sale of its polymers business, should make the Company less susceptible to the cyclical nature of the chemicals industry. 
Competition — The Company faces strong competition from several large, global competitors and many smaller regional ones in most of its 
business segments. Inability to compete effectively in a segment could adversely impact sales and financial performance. 
The Merchant Gases segment competes with three global industrial gas companies, L'Air Liquide S.A., Linde AG and Praxair, Inc., as well as with several 
regional competitors in North America (including Airgas, Inc.) and in Europe and Asia. Competition is based primarily on price, product quality, reliability 
of supply and development of innovative applications. 
The Tonnage Gases segment also competes with the three global industrial gas competitors noted above as well as with several regional competitors in 
North America, Europe and Asia. Competition is based primarily on price, product quality, reliability of supply, development of innovative applications 
and, in some instances, provision of additional items such as power and steam generation. 
The Electronics and Performance Materials segment faces competition on a product-by-product basis against companies ranging from niche suppliers with 
a single product to larger and more vertically integrated companies. Competition is principally conducted on the basis of price, quality, product 
performance, reliability of product supply and technical service assistance. 
Equipment and Energy competes against many firms based primarily on technological performance, service, technical know-how, price and performance 
guarantees. 
Healthcare competes against many local and regional providers in the United States, including Apria Healthcare Group and Lincare Holdings Inc., and 
against three large industrial gas companies, L'Air Liquide, S.A., Linde AG and Praxair, Inc., as well as local and regional suppliers in Europe. Competition 
is based primarily on quality of service. Remaining competitive requires efficient logistic, reimbursement and accounts receivable systems. 
The Chemicals segment competes against a large number of chemical companies, generally on a product-by-product basis, principally on the basis of price, 
quality, product performance, reliability of product supply and technical service assistance. Several of these competitors are larger than the Company and 
are more vertically integrated. 
Raw Material and Energy Cost and Availability—Volatility in raw material and energy costs, interruption in ordinary sources of supply and an 
inability to recover unanticipated increases in energy and raw material costs from customers could result in lost sales or significantly increase the 
cost of doing business. 

8 
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Electricity is the largest cost input for the production of atmospheric gases in Merchant Gases and Tonnage Gases. Because the Company's industrial gas 
facilities use substantial amounts of electricity, energy price fluctuations could materially impact the financial performance of these segments. While the 
Company has been successful in contracting for electricity under multi-year agreements and passing through die cost to its customers, there is no assurance 
that it will be able to do so in the future. 
Hydrocarbons, including natural gas, are the primary feedstock for the production of hydrogen, carbon monoxide and synthesis gas within Merchant Gases 
and Tonnage Gases. Volatility in hydrocarbon prices can impact the Company's financial performance. While the Company generally passes this risk 
through to its customers under its take-or-pay contracts by matching feedstock prices to the purchase price of the product being produced, an inability to do 
so in the future could impact its financial results. 
The Company's large delivery truck fleet requires a readily available supply of gasoline and diesel fuel. The Company attempts to pass through increases in 
the cost of these fuels to its customers whenever possible. 
Steel, aluminum and capital equipment subcomponents (such as compressors) are the principal raw materials in the equipment portion of the Equipment and 
Energy segment Firm purchase agreements that cover the term of the project provide for adequate raw materials. Coal, petroleum coke and natural gas are 
the largest cost components for the energy portion of this segment. These costs are mitigated, in part, through long-term cost-pass-through contracts. 
The Electronics and Performance Materials segment uses a wide variety of raw materials, including alcohols, ethyleneamines, cyclohexamine, acrylonitriles 
and glycols. The Company purchases these materials from numerous suppliers. Though the Company attempts to pass through increases in the cost of these 
materials to its customers whenever possible, it is subject to competitive pressures. 
The principal raw materials used in Chemicals are chemical intermediates such as olefins and aromatic hydrocarbons produced by outside suppliers from 
basic petrochemical feed-stocks like crude oil or natural gas. This segment also depends on adequate energy sources and natural gas as a feedstock for 
certain products. The Company does not depend on any one supplier for its chemical intermediates supply. 
Despite the Company 's contractual pass-through of the costs of energy, raw materials and delivery fuel, a shortage or interruption in their supply or an 
increase in any of their prices that cannot be passed on to customers for competitive or other reasons can negatively impact the Company's operations, 
financial results and cadi flow. 
Regulatory and Political Risks and Foreign Operations — The Company is subject to extensive government regulation in jurisdictions around the 
globe in which it does business. Regulations address, among other things, environmental compliance, import/export restrictions, healthcare 
services, taxes and financial reporting, and can significantly increase the cost of doing business, which in turn can negatively impact the 
Company's operations, financial results and cash flow. 
The Company is subject to government regulation and intervention both in the United States and in all foreign jurisdictions in which it conducts its business. 
Compliance with applicable laws and regulations results in higher capital expenditures and operating costs and changes to current regulations with which 
the Company complies can necessitate further capital expenditures and increases in operating costs to enable continued compliance. Additionally, from time 
to time, the Company is involved in proceedings under certain of these laws and regulations. Foreign operations are subject to political instabilities, 
restrictions on fluids transfers, import/export restrictions and currency fluctuation. Significant areas of regulation and intervention include the following: 

Environmental and Health Compliance. The Company is committed to conducting its activities so that there is no or only minimal damage to the 
environment; there is no assurance, however, that its activities will not at times result in liability under environmental and health regulations. Costs and 
expenses resulting from such liability may materially negatively impact the Company 's operations and financial condition. Overall, environmental and 
health laws and regulations will continue to affect the Company's businesses worldwide. For a more detailed description of these matters, see "Narrative 
Description of the Company's Business Generally — Environmental Controls" herein. 

9 
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Import/Export Regulation. The Company is subject to significant regulatory oversight of its import and export operations due to the nature of its product 
offerings. The Company voluntarily participates in various government programs designed to enhance supply chain security and promote appropriate 
screening practices and internal controls regarding its purchases and sales to customers around the world. Penalties for non-compliance can be 
significant and violation can result in adverse publicity for the Company. 
Nationalization and Expropriation The Company's operations in certain foreign jurisdictions are subject to nationalization and expropriation risk and 
some of its contractual relationships within these jurisdictions are subject to cancellation without full compensation for loss. The occurrence of any of 
these risks could have a material, adverse impact on the Company's operations and financial condition. For a more detailed description of these matters, 
see "Narrative Description of the Company's Business Generally — Foreign Operations" herein. 
Home Healthcare Regulation The Company's Healthcare segment is subject to extensive government regulation, including laws directed at preventing 
fraud, abuse, kickbacks and false claims, laws regulating billing and reimbursement under various governmental healthcare programs and laws related to 
the privacy of patient data. Enforcement actions may be brought by the government or by qui tarn relaters (private citizens bringing an action on behalf 
of the government), which could result in the imposition of fines or exclusion from participation in government healthcare programs. Also, the 
government contracts with regional carriers who administer claims processing for governmental healthcare programs. These carriers conduct both 
pre-payment and post-payment reviews and audits, which could result in demands for refunds or recoupments of amounts paid. The Company maintains 
a compliance program designed to minimize the likelihood that it would engage in conduct that violates these requirements or that could result in 
material refunds or recoupments. In addition, state and federal healthcare programs are subject to reform by legislative and administrative initiatives that 
could impact the relative cost of doing business and the amount of reimbursement for products and services provided by the Company. The Company 
closely monitors reform initiatives and participates actively in trade association and other activities designed to influence these reforms. 
Taxes. The Company structures its operations to be tax efficient and to make use of tax credits and other incentives when it makes business sense to do 
so. Nevertheless, changes in tax laws, actual results of operations, final audit of tax returns by taxing authorities, and the timing and rate at which tax 
credits can be utilized can change the rate at which the Company is taxed, thereby affecting its financial results and cash flow. 
Financial Accounting Standards. The Company's financial results can be impacted by new or modified financial accounting standards. 

Financial Market Risks — The Company's earnings, cash flow and financial position are exposed to financial market risks worldwide, including 
interest rate and currency exchange rate fluctuations and exchange rate controls. 
The Company operates in over 40 countries. It finances a portion of its operations through United States and foreign debt markets with various short-term 
and long-term public and private borrowings, and conducts its business in both U.S. dollars and many foreign currencies. Consequently, it is subject to both 
interest rate and currency exchange rate fluctuations. The Company actively manages the interest rate risk inherent in its debt portfolio in accordance with 
parameters set by management addressing die type of debt issued (fixed versus floating rate) and the use of derivative financial instruments. The Company 
strives to mitigate its currency exchange rate risks by minimizing cash flow exposure to adverse changes in exchange rates through the issuance of debt in 
currencies in which operating cash flows are generated and the use of derivative financials instruments. Derivative counteiparty risk is mitigated by 
contracting with major financial institutions mat have investment grade credit ratings. All derivative instruments are entered into for other than trading 
purposes. For a more detailed analysis of these matters see Note 6 to the Consolidated Financial Statements included under Item 8 herein. 
Catastrophic Events — Catastrophic events such as natural disasters, pandemics, war and acts of terrorism, could disrupt the Company's business 
or the business of its suppDers or customers, any of which disruptions could have a negative impact on the Company's operations, financial results 
and cash flow. 
The Company's operations are at all times subject to the occurrence of catastrophic events outside the Company's control, ranging from severe weather 
conditions such as hurricanes, floods, earthquakes and storms, to health epidemics and pandemics, to acts of war and terrorism. Any such event could cause 
a serious business disruption that could affect the Company's ability to produce and distribute its products and possibly expose it to third-party liability 
claims. Additionally, 
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such events could impact the Company's suppliers, in which event energy and raw materials may be unavailable to the Company, and its customers, who 
may be unable to purchase or accept the Company's products and services. Any such occurrence could have a negative impact on the Company's operations 
and financial condition. 
Company Undertakings — The Company actively manages its business to protect and optimize its assets and businesses. There is no assurance, 
however, that the Company's undertakings will result in the intended protections and optimizations. In certain circumstances, the Company's 
undertakings could negatively impact its operations and financial results. 

Operations. Inherent in the Company's operations of its facilities, pipelines and delivery systems are hazards that require continuous oversight and 
control If operational risks materialize, they could result in loss of life, damage to the environment or loss of production, all of which could negatively 
impact the Company's on-going operations, financial results and cash flow. While the safety and security of the Company's operations have always 
been a priority, the Company has significantly expanded its efforts in this area since the terrorist attacks of September 11,2001. It has been an active 
participant in the development and implementation of the American Chemistry Council's Responsible Care Security Code and has implemented this 
Code at all global facilities. Security vulnerability assessments ("SVA") were conducted and necessary security upgrades implemented at facilities in 
North American, Europe and Asia. There is one remaining project in Asia which will be completed by December 2007 and security upgrades in Brazil 
are scheduled for completion by the end of fiscal year 2008. The Company has also developed global security standards to address the safety and security 
of its global supply chain. 
Portfolio Management The Company continuously reviews and manages its portfolio of assets in an attempt to conduct its businesses in a manner to 
maximize value to its shareholders. Portfolio management involves many variables, including future acquisitions and divestitures, restructurings and 
re-segmentations and cost-cutting and productivity initiatives. The timing, impact and ability to complete such undertakings, the costs and financial 
charges associated with such activities and the ultimate financial impact of such undertakings is uncertain and can have a negative short or long-term 
impact on the Company's operations and financial results. 
Insurance. The Company carries public liability and property insurance in amounts that management believes are sufficient to meet its anticipated needs 
in light of historical experience to cover future litigation and property damage claims. Nevertheless, the occurrence of an unforeseen event for which the 
Company does not have adequate insurance could result in a negative impact on its financial results and cash flow. There is no assurance that the 
Company will collect insurance proceeds to which it is entitled if an insurer's business fails or it refuses to pay in a timely manner. Further, there is no 
assurance that the Company will not incur losses beyond the limits of, or outside the coverage of, its insurance policies. 
Security. Acts of terrorism that threaten the Company or its facilities, pipelines, transportation or computer systems could severely disrupt its business 
operations and adversely affect the results of operations. 
IT Risk. The security of the Company's IT systems could be compromised, which could adversely affect its ability to operate. The Company utilizes a 
global enterprise resource planning (ERP) system and other technologies for die distribution of information both within the Company and to customers 
and suppliers. The ERP system and other technologies are potentially vulnerable to interruption from viruses, hackers or system breakdown. To mitigate 
these risks, the Company has implemented a variety of security measures, including virus protection, a state of the art data center, redundancy procedures 
and recovery processes. A significant system interruption, however, could seriously affect the Company's business operation and financial condition. 
Litigation. The Company is involved from time to time in various legal proceedings, including competition, environmental, health, safety, product 
liability and insurance matters. There is a risk that a lawsuit may be settled or adjudicated for an amount that is not insured. Any such uninsured amount 
could have a significant impact on the Company's financial condition and cash flow. 
Recruiting and Retaining. Continued business success depends on the recruitment, development and retention of qualified employees. The inability to 
attract, develop or retain quality employees could negatively impact the Company's business objectives which might adversely affect the Company's 
business operation and financial condition. 
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ITEM IB. UNRESOLVED STAFF COMMENTS. 
The Company has not received any written comments from the Commission staff that remain unresolved. 
ITEM 2. PROPERTIES. 
The Company owns its principal executive offices, which are located at its headquarters in Trexlertown, Pennsylvania, and also owns additional principal 
administrative offices in Hersham, near London, England and in Hattingen, Germany. Its principal Asian administrative offices, which are leased, are 
located in Hong Kong; Shanghai, China; Taipei, Taiwan; and Singapore. Additional administrative offices are leased near Philadelphia, Pennsylvania; 
Ontario, Canada; Tokyo, Japan; Seoul, South Korea; Kuala Lumpur, Malaysia; Brussels, Belgium; Paris, France; Barcelona, Spain; Utrecht, the 
Netherlands; and S3o Paulo, Brazil. Management believes the Company's manufacturing facilities, described in more detail below, are adequate to support 
its businesses. 
Following is a description of the properties used by the Company's six business segments: 
MERCHANT GASES 
Merchant Gases currently operates over 150 facilities across the United States and in Canada (approximately 20 of which sites are owned), over 50 sites in 
Europe (approximately half of which sites are owned) and over 50 facilities in seven countries within Asia and in Brazil. Helium is recovered at sites in 
Kansas and Texas and distributed from several transfrll sites in the U.S. and Asia. Sales support offices are located at its Trexlertown headquarters as well as 
in leased properties in three states, at several sites in Europe and at 15 sites in Asia. 
TONNAGE GASES 
Tonnage Gases operates 50 plants in the United States that produce over 300 standard tons-per-day of product. Over 30 of these facilities produce or 
recover hydrogen, many of which support the three major pipeline systems located along the Gulf Coast of Texas, on the Mississippi River corridor and in 
Los Angeles, California. The segment also operates approximately 20 tonnage plants in Europe and 16 tonnage plants within Asia, the majority of which are 
on leased properties. Sales support offices are located at the Company's headquarters in Trexlertown, Pennsylvania, as well as in leased offices in Texas, 
Louisiana, California and Calgary, Alberta. 
ELECTRONICS AND PERFORMANCE MATERIALS 
The electronics business within the Electronics and Performance Materials segment produces, packages and stores nitrogen, specialty gases and electronic 
chemicals at 50 sites in the United States (the majority of which are leased), nine facilities (including sales offices) in Europe and over 40 facilities in Asia 
(approximately half of which are located on customer sites). 
The performance materials portion of this segment operates facilities in Los Angeles, California; Calvert City, Kentucky; Paulsboro, New Jersey; Wichita, 
Kansas; Milton, Wisconsin; Reserve, Louisiana; Clayton, U.K.; Singapore; Isehara, Japan; and Yisin and Changzhou, China. Substantially all of the 
performance materials properties are owned. 
This segment has eight field sales offices in the United States as well as sales offices in Europe, Taiwan, Korea, Singapore and China, the majority of which 
are leased. 
EQUIPMENT AND ENERGY 
Equipment and Energy operates five plants and two sales offices in the U.S. The Company manufactures a significant portion of the world's supply of LNG 
equipment at its Wilkes-Barre, Pennsylvania site. When capacity is available, the site manufactures air separation columns and cold boxes for 
company-owned facilities and for sale to third parties. The Acrefair site in the United Kingdom and a new operation in Caojing, China also produce air 
separation columns. Cryogenic transportation containers for liquid helium are manufactured and reconstructed at facilities in eastern Pennsylvania and 
Liberal, Kansas. Additional facilities utilized by the segment include three plants and offices in Europe. Electric power is produced at various facilities 
including Stockton, California; Calvert City, Kentucky; ami Rotterdam in the Netherlands. 
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Flue gas desulfiirization operations are conducted at the Pure Air facility in Chesterton, Indiana. The Company or its affiliates own approximately 
SO percent of the real estate in this segment and lease the remaining SO percent. 
HEALTHCARE 
Healthcare has 177 facilities that are located in the United States, six countries in Europe (including the U.K., Spain and Portugal), Canada, Mexico, 
Argentina and Korea. The majority of Healthcare facilities are leased. Many of the U.S. facilities were consolidated or upgraded to newer facilities in 2007. 
CHEMICALS 
In Chemicals, polyurethane intermediates operations are located in Pasadena, Texas and its polymer emulsions operations are conducted at properties in 
Calvert City, Kentucky; South Brunswick, New Jersey; Piedmont, South Carolina; Elkton, Maryland; Cologne, Germany; and Ulsan, Korea. The Chemicals 
segment has sales offices and laboratories in the United States, Europe, Mexico, Korea and China, the majority of which are leased. 
ITEM 3. LEGAL PROCEEDINGS. 
In the normal course of business the Company and its subsidiaries are involved in various legal proceedings, including competition, environmental, health, 
safety, product liability and insurance matters. Certain proceedings involve governmental authorities under die Comprehensive Environmental Response, 
Condensation, and Liability Act (the federal Superfund law); the Resource Conservation and Recovery Act (RCRA); and similar state environmental laws 
relating to the designation of certain sites for investigation or remediation. Presently there are approximately 33 sites on which a final settlement has not 
been reached where die Company, along with others, has been designated a Potentially Responsible Party by the Environmental Protection Agency or is 
otherwise engaged in investigation or remediation. The Company does not expect that any sums it may have to pay in connection with these matters would 
have a materially adverse effect on its consolidated financial position. Additional information on the Company's environmental exposure is included under 
"Narrative Description of the Company's Business Generally — Environmental Controls." 
ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS. 
Not applicable. 

PART n 
ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND ISSUER PURCHASES OF 

EQUITY SECURITIES. 
The Company's common stock (ticker symbol "APD") is listed on the New York Stock Exchange. Quarterly stock prices, as reported on the New York 
Stock Exchange composite tape of transactions, and dividend information for die last two fiscal years appear below. Cash dividends on the Company's 
common stock are paid quarterly. The Company's objective is to pay dividends consistent with die reinvestment of earnings necessary for long-term 
growth. 
It is the Company's expectation that comparable cash dividends will continue to be paid in the future. 
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Quarterly Stock Information 

2007 

First 

Second 

Third 

Fourth 

High 

$72.45 

78.63 

82.74 

98.51 

Low 

$66.19 

68.58 

73 JO 

77.26 

Close 

$70.28 

73.96 

80.37 

97.76 

Dividend 

$ .34 

.38 

.38 

.38 

$1.48 

2006 

First 

Second 

Third 

Fourth 

High 

$61.89 

68.10 

69.54 

68.48 

Low 

$53.00 

58.01 

59.18 

60.92 

Close 

$59.19 

67.19 

63.92 

66.37 

Dividend 

$ .32 

.34 

.34 

.34 

$1.34 

The Company has authority to issue 25,000,000 shares of preferred stock in series. The Board of Directors is authorized to designate the series and to fix the 
relative voting, dividend, conversion, liquidation, redemption and other rights, preferences and limitations. When preferred stock is issued, holders of 
Common Stock are subject to the dividend and liquidation preferences and other prior rights of the preferred stock. There currently is no preferred stock 
outstanding. The Company's Transfer Agent and Registrar is American Stock Transfer and Trust Company, 59 Maiden Lane, Plaza Level, New York, New 
York 10038, telephone (800) 937-5449 (U.S. and Canada) or (718) 921-8200 (all other locations), Internet website www.amstock.com, and e-mail address 
info@amstock.com. 
As of 19 November 2007, there were 9,253 record holders of the Company's Common Stock. 
Purchases of Equity Securities by the Issuer 
The Company continued a stock repurchase program as described in footnote 1 to the following table. As of 30 September 2007, the Company had 
purchased 15.0 million of its outstanding shares at a cost of $1,063.4 million. The Company expects to complete the $1.5 billion program by 30 
September 2008. 
On 20 September 2007 the Company's Board of Directors authorized the repurchase of an additional $1 billion of common stock. The program does not 
have a stated expiration date. This additional $1 billion program will be completed at the Company's discretion while maintaining sufficient funds for 
investing in its businesses and growth opportunities. 
Purchases of equity securities by the issuer during the fourth quarter of fiscal 2007 are as follows: 

(a) Total Number of (b) Average Price 

Period 
7/1/07-7/31/07 
8/1/07-8/31/07 
9/1/07-9/30/07 

TOTAL 

Shares (or Units) 
Purchased 

490,128 
1,358,380 

410,600 
2,259,108 

Paid per Share 
(of Unit) 

14 

85.46 
84.39 
91.69 
85.95 

(c) Total Number of 
Shares (or Units) 
Purchased as Part 

of Publicly 
Announced Plans or 

Programs 
490,128 

1,358,380 
410,600 

2,259,108 

(d) Maximum Number 
(or Approximate 
Dollar Value) of 
Shares (or Units) 
that May Yet Be 

Purchased Under the 
Plans or 

Programs'l)(2) 
$ 588,894,011.53 
$ 474,260,820.63 
$ 436,612,357.16 
$ 436,612,357.16 

http://www.amstock.com
mailto:info@amstock.com
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(1) On 22 March 2006, the Company announced plans to purchase 
up to $1.5 billion of Air Products and Chemicals, Inc. common 
stock under a share repurchase program approved by the 
Company's Board of Directors on 16 March 2006. 

(2) For the quarter ending 30 September 2007, the Company 
expended $194.2 million in cash for the repurchase of shares, 
which was composed of $188.2 million for shares repurchased 
during the quarter and $6.0 million for shares repurchased in 
June 2007 and settling in July 2007. $5.9 million was reported 
as an accrued liability on the balance sheet for share repurchases 
executed in September 2007 and settling in October 2007. 

ITEM 6. SELECTED FINANCIAL DATA. 
The tabular information appearing under "Five-Year Summary of Selected Financial Data" on page 76 of the 2007 Financial Review Section of the Annual 
Report to Shareholders is incorporated herein by reference. 
ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS. 
The textual information appearing under "Management's Discussion and Analysis" on pages 14 through 36 of the 2007 Financial Review Section of the 
Annual Report to Shareholders is incorporated herein by reference. 
ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK. 
The textual information appearing under "Market Risks and Sensitivity Analysis" on page 32 of the 2007 Financial Review Section of the Annual Report to 
Shareholders is incorporated herein by reference. 
ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA. 
The consolidated financial statements and the related notes thereto, together with the reports thereon of KPMG LLP dated 27 November 2007, appearing on 
pages 38 through 76 of the 2007 Financial Review Section of the Annual Report to Shareholders, are incorporated herein by reference. 
Management's Report on Internal Control Over Financial Reporting, appearing on page 37 of the 2007 Financial Review Section of the Annual Report to 
Shareholders, is incorporated herein by reference. 
The Report of Independent Registered Public Accounting Firm on Internal Control over Financial Reporting, appearing on page 38 of the 2007 Financial 
Review Section of the Annual Report to Shareholders, is incorporated herein by reference. 
The Report of Independent Registered Public Accounting Firm, KPMG LLP, appearing on page 39 of the 2007 Financial Review Section of the Annual 
Report to Shareholders, is incorporated herein by reference. 
ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL DISCLOSURE. 
Not Applicable. 
ITEM 9A. CONTROLS AND PROCEDURES. 
Under the supervision of the Chief Executive Officer and Chief Financial Officer, the Company's management conducted an evaluation of the effectiveness 
of the design and operation of the Company's disclosure controls and procedures as of 30 September 2007. Based on that evaluation, the Chief Executive 
Officer and Chief Financial Officer concluded that the design and operation of its disclosure controls and procedures have been effective. There has been no 
change in the Company's internal controls over financial reporting (as that term is defined in Rules 13a—15(f) and 15d—15(f) under the Exchange Act) 
which have occurred during the quarter ended 30 September 2007 that has materially affected, or is reasonably likely to materially affect, the Company's 
internal controls over financial reporting. 
Management's Report on Internal Control Over Financial Reporting is provided under Item 8. "Financial Statements and Supplementary Data," appearing 
above. The report of KPMG LLP, the Company's independent registered public accounting firm, regarding the Company's internal control over financial 
reporting, is also provided under Item 8. "Financial Statements and Supplementary Data," appearing above. 
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ITEM 9B. OTHER INFORMATION. 
Not Applicable. 

PART in 
ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE. 
The biographical infoimation relating to the Company's directors, appearing in the Proxy Statement relating to the Company's 2008 Annual Meeting of 
Shareholders (the "2008 Proxy Statement") under the section, "The Board of Directors," is incorporated herein by reference. Biographical information 
relating to the Company's executive officers is set forth in Item 1 of Part I of this Report. 
Information on Section 16(a) Beneficial Ownership Reporting Compliance, appearing in the 2008 Proxy Statement under the section, "Air Products Stock 
Beneficially Owned by Officers and Directors," is incorporated herein by reference. 
The Company's Code of Conduct was updated in 2003 to comply with the requirements of Sarbanes-Oxley and the New York Stock Exchange. The Code 
of Conduct was filed as Exhibit 14 to the 2003 Annual Report on Form 10-K. In 2005, the Code of Conduct was further updated to make it more reader 
friendly, cover additional areas of compliance and internal policies and expand its application to employees and businesses worldwide. The existing Code of 
Conduct was filed as Exhibit 14 to the 2005 Annual Report on Form 10-K. The Code of Conduct can also be found at the Company's Internet website at 
www.airnroducni.com/Responsibilitv/GoveiTiance/Code of Conduct/EmoloveeCodeofConduct/message.htm. 
Information on the Company's procedures regarding its consideration of candidates recommended by shareholders and a procedure for submission of such 
candidates, appearing in the 2008 Proxy Statement under the section, "Selection of Directors" is incorporated by reference. Information on the Company's 
Audit Committee and its Audit Committee Financial Expert, appearing in the 2008 Proxy Statement under the section, "Audit Committee" is incorporated 
by reference. 
ITEM 11. EXECUTIVE COMPENSATION. 
The information under "Compensation of Executive Officers" which includes "Report of the Management Development and Compensation Committee," 
"Compensation Discussion and Analysis," "Executive Compensation Tables," "Potential Payments Upon Termination or Change in Control" and 
"Information About Stock Performance and Ownership," appearing in the 2008 Proxy Statement, is incorporated herein by reference. 
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ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED STOCKHOLDER 
MATTERS. 
Securities Authorized for Issuance Under Equity Compensation Plans. 

Equity Compensation Plan Information 
The following table provides information as of September 30,2007, about Company stock that may be issued upon the exercise of options, warrants, and 
rights granted to employees or members of the Board of Directors under the Company's existing equity compensation plans, including plans approved by 
shareholders and plans that have not been approved by shareholders in reliance on the New York Stock Exchange's former treasury stock exception or other 
applicable exception to the Exchange's listing requirements. 

Plan Category 
Equity compensation plans approved by security holders 
Equity compensation plans not approved by security holders 
Total 

Number of securities to 
be issued upon exercise 
of outstanding options, 
warrants, and rights 

19,082,194(1) 
1,591,073(3) 

20,673,267 

Weighted-average 
exercise price of 
outstanding 
options, warrants, 
and rights 

$ 45.65 
$ 36.58 
$ 44.95 

Number of securities 
remaining available 
for future issuance 
under equity 
compensation plans 
(excluding securities 
reflected in column (all 

7,254,972(2) 
0 

7,254,972 
(1) 

(2) 

Represents Long-Term Incentive Plan outstanding stock options 
and deferred stock units that have been granted. Deferred stock 
units entitle the recipient to one share of Company common 
stock upon vesting, which is conditioned on continued 
employment during a deferral period and may also be 
conditioned on earn out against certain performance targets. 

Represents authorized shares that were available for future 
grants as of September 30,2007. These shares may be used for 
options, deferred stock units, restricted stock, and other 
stock-based awards to officers, directors, and key employees. 
Full value awards such as restricted stock are limited to 20% of 
cumulative awards. 

(3) Represents outstanding options under Global Employee Stock 
Awards (295,917), the Stock Incentive Plan (989,703), the Stock 
Option Plan for Directors (42,000), and the U.K. 
Savings-Related Share Option Schemes (117,195). This number 
also includes deferred stock units granted under the Deferred 
Compensation Plan for Directors prior to 23 January 2003 
(52,399) and deferred stock units under the Deferred 
Compensation Plan (93,859). Deferred stock units issued under 
die Deferred Compensation Plan are purchased for the fair 
market value of the underlying shares of stock with eligible 
deferred compensation. 

The following equity compensation plans or programs were not approved by shareholders. All of these plans have either been discontinued or do not require 
shareholder approval because participants forego current compensation equal to the full market value of any share units credited under the plans. 
Global Employee Stock Option Awards and Stock Incentive Program — No further awards will be made under these programs. All stock options under 
these programs were granted at fair market value on (he date of grant, first became exercisable three years after grant, and terminate ten years after the date 
of grant or upon the holder's earlier termination of employment for reasons other than retirement, disability, death, or involuntary termination due to 
Company action necessitated by business conditions. 
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Stock Option Plan for Directors — No further awards will be made under this plan. All stock options under this plan were granted at fair market value on 
the date of giant. The options became exercisable six months after grant and remain exercisable for nine and one-half years unless the director resigns from 
our Board after serving for less than six years (other than because of disability or death). This plan is no longer offered. Stock options may now be granted 
to directors under the Long-Term Incentive Plan; however, since September 2005, the compensation program for nonemployee directors has not provided 
stock options. 
The Air Products PLC U.K. Savings-Related Share Option Scheme and the Air Products Group Limited U.K. Savings-Related Share Option Scheme 
(together, the "U.K. Plan") are employee benefit plans for employees of Air Products PLC (and certain of its U.K. subsidiaries) and Air Products Group 
Limited (and certain of its U.K. subsidiaries), respectively (together, the "U.K. Companies"). No further options will be offered under the U.K. Plan. 
Employees participate in the U.K. Plan by having elected to do so during a brief invitation period. An employee who elected to participate chose a five- or 
seven-year option period and has amounts of salary automatically withheld and contributed to a savings account at a bank not affiliated with the Company. 
At the end of the five-year savings period, a tax-free bonus is added to the employee's account. An employee who elected a seven-year option and retains 
his savings account for seven years receives a further bonus at the end of the seventh year. At the end of the option period, the participant may use his 
savings to purchase shares of Company stock at the fixed option price or receive in cash the amount of his savings and bonus(es). His election must be made 
within six months of the close of the option period. The option price is an amount determined by the directors of the UJC. Companies on the date the option 
is granted, which may not be less than 90 percent of Market Value (as defined in the U.K. Plan) on die date of grant. 
Deferred Compensation Plan for Directors — This plan is no longer offered. Our compensation program for nonemployee directors provides that one-half 
of each director's quarterly retainer is paid in deferred stock units. Directors have the opportunity to purchase more deferred stock units with up to all of the 
rest of their retainers and meeting fees. New directors and directors continuing in office after our annual meetings are awarded an annual grant of deferred 
stock units. Each deferred stock unit entitles the director to one share of Company stock when paid out. Deferred stock units also accrue dividend 
equivalents which are equal to the dividends that would have been paid on a share of stock during the period the units are outstanding. Accumulated 
dividend equivalents are converted to deferred stock units on a quarterly basis. Deferred stock units are now provided to directors under the Long-Term 
Incentive Plan. 
The Company's Deferred Compensation Plan is an unfunded employee retirement benefit plan available to certain of the Company's U.S.-based 
management and other highly compensated employees (and those of its subsidiaries) who receive awards under the Company's Annual Incentive Plan, 
which is the annual cash Nanus plan for executives and key salaried employees of the Company and its subsidiaries. Because participants forego current 
compensation to "purchase" deferred stock units for full value under the Plan, it is not required to be approved by shareholders under the NYSE listing 
standards. Under the Plaiuparticipants may defer a portion of base salary which cannot be contributed to the Company's Retirement Savings Plan, a 401 (k) 
and profit-sharing plan offered to all salaried employees ("RSP"), because of tax limitations ("elective deferrals") and earn matching contributions from the 
Company that they would have received if their Elective Deferrals had been contributed to the RSP ("matching credits'^. In addition, participants in the Plan 
may defer all or a portion of their bonus awards under die Annual Incentive Plan ("bonus deferrals") under the Deferred Compensation Plan. Finally, certain 
participants undo- the Plan who participate in the profit-sharing component of the RSP rather than die Company's salaried pension plans receive 
contribution credits under the Plan which are a percentage of their salary ranging from 4-6% based on their years of service ("contribution credits"). The 
dollar amount of elective deferrals, matching credits, bonus deferrals, and contribution credits is initially credited to an unfunded account, which earns 
interest credits. Participants are periodically permitted while employed by the Company to irrevocably convert all or a portion of their interest bearing 
account to deferred stock units in a Company stock account Upon conversion, the Company stock account is credited with deferred stock units based on the 
fair market value of a share of Company stock on the date of crediting. Dividend equivalents corresponding to the number of units are credited quarterly to 
the interest-bearing account Deferred stock units generally are paid after termination of employment in shares of Company stock. 
The Deferred Compensation Plan was formerly known as the Supplementary Savings Plan. The name was changed in 2006 when the deferred bonus 
program, previously administered under the Annual Incentive Plan, was merged into this Plan. 
The information set forth in the sections headed "Persons Owning More than 5% of Air Products Stock as of September 30,2007," and "Air Products Stock 
Beneficially Owned by Officers and Directors," appearing in the Proxy Statement relating to the Company's 2008 Annual Meeting of Shareholders, is 
incorporated herein by reference. 
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ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR INDEPENDENCE. 
The information appearing in the 2008 Proxy Statement under the sections "Director Independence" and "Transactions with Related Parties" are 
incorporated by reference. 
ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES. 
t^rence™8**011 appealing 4,16 20®8 Proxy Statement under the section "Fees of Independent Registered Public Accountant," is incorporated herein by 

PART IV 
ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES. 
(a) The following documents are filed as a part of this Report to the extent below noted: 
1. The 2007 Financial Review Section of the Company s 2007 Annual Report to Shareholders. Information contained therein is not deemed filed except as it 
is incorporated by reference into this Report. The following financial information is incorporated herein by reference* 

(Page references to 2007 Financial Review Section of the Annual Report) 

Management's Discussion and Analysis 14 
Management's Report on Internal Control over Financial Reporting 37 

Report of Independent Registered Public Accounting Firm on Internal Control over Financial Reporting 38 
Report of Independent Registered Public Accounting Firm 39 

Consolidated Income Statements for the years ended 30 September 2007,2006 and 2005 40 
Consolidated Balance Sheets at 30 September 2007 and 2006 4j 
Consolidated Statements of Cash Flows for the years ended 30 September 2007,2006 and 2005 42 
Consolidated Statements of Shareholders' Equity for the years ended 30 September 2007,2006 and 2005 43 
Notes to the Consolidated Financial Statements 44 

Business Segment and Geographic Information 73 

Five-Year Summary of Selected Financial Data 76 
2. The following additional information should be read in conjunction with the consolidated financial statements in the Company's 2007 Financial Review 
Section of the Annual Report to Shareholders: 

(Page references to this Report) 

Report of Independent Registered Public Accounting Firm on Schedule n 22 
Consolidated Schedule for the years ended 30 September 2007,2006 and 2005 as follows: 

Schedule, 
Number 
II Valuation and Qualifying Accounts 23 
All other schedules are omitted because the required matter or conditions are not present or because the information required by the Schedules is submitted 
as part of the consolidated financial statements and notes thereto. 
3. Exhibits. 
Exhibits filed as a part of this Annual Report on Form 10-K are listed in the Index to Exhibits located on page 24 of this Report. 
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SIGNATURES 
Pursuant to the requirements of Section 13 or lS(d) of the Securities Exchange Act of 1934, the registrant has duly caused this Report to be signed on its 
behalf by the undersigned, thereunto duly authorized. 

AIR PRODUCTS AND CHEMICALS, INC. 
(Registrant) 

By: 1st Paul E. Huck 
Paul E. Huck 
Senior Vice President and Chief Financial Officer 
(Principal Financial Officer) 

Date: 28 November 2007 

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following persons on behalf of the registrant 
and in the capacities and on the dates indicated. 

Signature and Title Date 

/s/ John E. McGlade 28 November 2007 
(John E. McGlade) 

President, Chief Executive Officer and Director 
(Principal Executive Officer) 

/s/ M. Scott Crocco 28 November 2007 
(M. Scott Crocco) 

Vice President and Corporate Controller 
(Principal Accounting Officer) 

(Mario L. Baeza) 
Director 

(William L. Davis, III) 
Director 

(Michael J. Donahue) 
Director 

28 November 2007 

28 November 2007 

28 November 2007 

28 November 2007 
(Ursula O. Fairbairn) 

Director 
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Signature and Title 

* 

(W. Douglas Ford) 
Director 

(Edward E. Hagenlocker) 
Director 

* 

(Evert Henkes) 
Director 

(John P. Jones 10) 
Director and Chairman 

(Margaret G. McGlynn) 
Director 

(Charles H. Noski) 
Director 

* 

(Lawrence S. Smith) 
Director 

Date 

28 November 2007 

28 November 2007 

28 November 2007 

28 November 2007 

28 November 2007 

28 November 2007 

28 November 2007 

Stephen J. Jones, Senior Vice President, General Counsel and 
Secretary, by signing his name hereto, does sign this document 
on behalf of the above noted individuals, pursuant to a power of 
attorney duly executed by such individuals, which is filed with 
the Securities and Exchange Commission herewith. 

/a/ Stephen J. Jones 
Stephen J. Jones 
Attorney-in-Fact 

Date: 28 November 2007 
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM ON SCHEDULE II 
The Shareholders and Board of Directors of Air Products and Chemicals, Inc.: 
Under date of 27 November 2007, we reported on the consolidated balance sheets of Air Products and Chemicals, Inc. and subsidiaries as of 30 
September 2007 and 2006, and the related consolidated income statements and consolidated statements of shareholders' equity and of cash flows for each of 
the years in die three-year period ended 30 September 2007, as contained in the Annual Report to Shareholders. Also, under the date of 27 November 2007, 
we reported on the effectiveness of Air Products and Chemicals, Inc.'s internal control over financial reporting as of 30 September 2007. In connection with 
our audits of the aforementioned consolidated financial statements, we also audited the related consolidated financial statement schedule referred to in 
Item 15 (a)(2) in this Form 10-K. This financial statement schedule is the responsibility of the Company's management. Our responsibility is to express an 
opinion on this financial statement schedule based on our audits. 
As discussed in Note 2 to the consolidated financial statements, the Company adopted Statement of Financial Accounting Standards (SFAS) No. 15S, 
"Employers' Accounting for Defined Benefit Pension and Other Postietirement Plans," as of 30 September 2007, Financial Accounting Standards Board 
Interpretation No. 47, "Accounting for Conditional Asset Retirement Obligations," effective 30 September 2006, and SFAS No. 123 (R), "Share-Based 
Payment," and related interpretations on 1 October 2005. 
In our opinion, such financial statement schedule, when considered in relation to the basic consolidated financial statements taken as a whole, presents 
fairly, in all material respects, the information set forth therein. 

Philadelphia, Pennsylvania 
27 November 2007 
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Description 

AIR PRODUCTS AND CHEMICALS, INC. AND SUBSIDIARIES 
SCHEDULE II—VALUATION AND QUALIFYING ACCOUNTS 

For the Years Ended 30 September 2007,2006, and 2005 

SCHEDULE II 
CONSOLIDATED 

Additions 
Balance at 
Beginning 
of period 

Charged 
to 

Expense 

Other Changes 
Increase (Decrease) 

Charged 
to other 

Accounts 

Cumulative 
Translation 
Adjustment Other 

Balance 
at End of 

Period 

Year Ended 30 September 2007 
Allowance for doubtful accounts 
Allowance for deferred tax assets 

Year Ended 30 September 2006 
Allowance for doubtful accounts 
Allowance for deferred tax assets 

Year Ended 30 September 2005 
Allowance for doubtful accounts 
Allowance for deferred tax assets 

Notes: 
[a] 

$44 
$37 

$35 
$18 

$30 
$16 

$23 
$(3) 

$27 
$ 2 

$11 
$ 2 

(in millions of dollars) 

$ — $ 2 
$ — $ (1) 

g 
$ 17 [a] 

$ 1 
$ — 

$ — 
$ — 

$(20)[b] 
$ — 

$(19)[b] 
$ — 

$(6){b] 
$ — 

$49 
$33 

$44 
$37 

$35 
$18 

Primarily adjustment associated with acquisition of deferred tax 
asset 

[b] Primarily write-offs of uncollectible accounts. 
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INDEX TO EXHIBITS 

Exhibit No. Description 

(3) Articles of Incorporation and By-Laws. 

3.1 Amended and Restated By-Laws of the Company. (Filed as Exhibit 3 to the Company's Form 8-K Report dated 26 September 2006.)* 

3.2 Restated Certificate oflncorporation of the Company. (Filed as Exhibit 3.2 to the Company's Form 10-K Report for the fiscal year ended 
30 September 1987.)* 

3.3 Amendment to the Restated Certificate oflncorporation of the Company dated 25 January 1996. (Filed as Exhibit 3.3 to the Company's 
Form 10-K Report for the fiscal year ended 30 September 1996.)* 

(4) Instruments defining the rights of security holders, including indentures. Upon request of the Securities and Exchange Commission, the 
Company hereby undertakes to furnish copies of the instruments with respect to its long-term debt. 

4.1 Rights Agreement, dated as of 19 March 1998, between the Company and First Chicago Trust Company of New York. (Filed as Exhibit 1 
to the Company's Form 8-A Registration Statement dated 19 March 1998, as amended by Form 8-A/A dated 16 July 1998.)* 

4.2 Amended and Restated Credit Agreement dated as of 16 September 1999 among the Company, Additional Borrowers parties thereto, 
Lenders parties thereto, and The Chase Manhattan Bank (as amended). (Filed as Exhibit 4.2 to the Company's Form 10-K Report for the 
fiscal year ended 30 September 1999.)* 

(10) Material Contracts. 

10.1 1990 Deferred Stock Plan of the Company, as amended and restated effective 1 October 1989. (Filed as Exhibit 10.1 to the Company's 
Form 10-K Repent for the fiscal year ended 30 September 1989.)* 

10.2 The Rules of the United Kingdom Savings-Related Share Option Scheme of the Company as adopted on 24 October 1997, as amended on 
I October 1999 and 5 November 1999. (Filed as Exhibit 10.2 to the Company's Form 10-K Report for the fiscal year ended 30 
September 2002.)* 

10.3 Stock Option Program for Directors of the Company, formerly known as the Stock Option Plan for Directors. Effective 23 January 2003, 
this Plan was combined with the Long-Term Incentive Plan and offered as a program thereunder. (Filed as Exhibit 10.5 to the Company's 
Form 10-K Report for the fiscal year ended 30 September 2004.)* 

10.4 Letter dated 7 July 1997 concerning pension for an executive officer. (Filed as Exhibit 10.7(c) to the Company's Form 10-K Report for 
the fiscal year ended 30 September 1998.)* 

10.5 Air Products and Chemicals, Inc. Severance Plan effective 15 March 1990. (Filed as Exhibit 10.8(a) to the Company's Form 10-K Report 
for the fiscal year ended 30 September 1992.)* 

10.6 Air Products and Chemicals, Inc. Change of Control Severance Plan effective 15 March 1990. (Filed as Exhibit 10.8(b) to the Company's 
Form 10-K Report for the fiscal year ended 30 September 1992.)* 

10.7 Amended and Restated Trust Agreement by and between the Company and PNC Bank, NA. relating to the Defined Benefit Pension Plans 
dated as of 1 August 1999. (Filed as Exhibit 10.13 to the Company's Form 10-K Report for the fiscal year ended 30 September 1999.)* 

10.7(a) Amendment No. 1 to the Amended and Restated Trust Agreement by and between the Company and PNC Bank, N.A. relating to the 
Defined Benefit Pension Plan, adopted 1 January 2000. (Filed as Exhibit 10.13(a) to the Company's Form 10-K Report for the fiscal year 
ended 30 September 2000.)* 
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Exhibit No. Description 

10.7(b) Amendment No. 2 to the Amended and Restated Trust Agreement by and between the Company and PNC Bank, N.A. relating to the 
Defined Benefit Plans, adopted 11 April 2007. 

10.8 Amended and Restated Trust Agreement by and between the Company and PNC Bank, N.A. relating to the Supplementary Savings Plan 
dated as of 1 August 1999. (Filed as Exhibit 10.14 to the Company's Form 10-K Report for the fiscal year ended 30 September 1999.)* 

10.8(a) Amendment No. 1 to the Amended and Restated Trust Agreement by and between the Company and PNC Bank, N.A relating to the 
Supplementary Savings Plan, adopted 1 January 2000. (Filed as Exhibit 10.14(a) to the Company's Form 10-K Report for the fiscal year 
ended 30 September 2000.)* 

10.8(b) Amendment No. 2 to the Amended and Restated Trust Agreement by and between the Company and PNC Bank, N.A. relating to the 
Defined Contribution Plans, adopted 11 April 2007. 

10.9 Form of Severance Agreements that the Company has with each of its U.S. Executive Officers. (Filed as Exhibit 10.16 to the Company's 
Form 10-K Report for the fiscal year ended 30 September 1999.)* 

10.10 Form of Award Agreement under the Long Term Incentive Plan of the Company, used for the FY 2004 awards. (Filed as Exhibit 10.2 to 
the Company's Form I0-Q Report for the quarter ended 31 December 2003.)* 

10-11 Amended and Restated Annual Incentive Plan of the Company, effective 1 October 2001. (Filed as Exhibit 10.2 to the Company's 
Form 10-Q Report for the quarter ended 31 March 2002.)* 

10.11(a) Amendment to the Amended and Restated Annual Incentive Plan of the Company effective 19 July 2006. (Filed as Exhibit 10 11(a) to the 
Company's Form 10-K Report for the fiscal year ended 30 September 2006.)* 

10.12 Stock Incentive Program of the Company effective 1 October 1996. (Filed as Exhibit 10.21 to the Company's Form 10-K Report for the 
fiscal year ended 30 September 2002.)* 

10.13 Terms and Conditions of the Global Employee Stock Option Awards of the Company effective 1 October 1995,1997 and 1999 (Filed as 
Exhibit 10.22 to the Company's Form 10-K Report for the fiscal year ended 30 September 2002.)* 

10.14 Terms and Conditions of the Stock Incentive Awards of the Company effective 1 October 1999,2000,2001 and 2002. (Filed as 
Exhibit 10.19 to the Company's Form 10-K Report for the fiscal year ended 30 September 2004.)* 

10.15 Air Products and Chemicals, Inc. Corporate Executive Committee Retention/Separation Program, effective July 17,2003. (Filed as 
Exhibit 10.22 to the Company's Form 10-K Report for the fiscal year ended 30 September 2003.)* 

10.16 Form of Severance Agreement that the Company has with one U.S. Executive Officer, effective 20 November 2003. (Filed as 
Exhibit 10.25 to the Company's Form 10-K Report for the fiscal year ended 30 September 2003.)* 

10.17 Form ofAward Agreement under the Long Term Incentive Plan ofthe Company used for the FY 2005 awards. (Filed as Exhibit 10.1 to 
the Company's Form 10-Q Report for the quarter ended 31 December 2004.)* 

10.18 Description of Performance Criteria under the Annual Incentive Plan ofthe Company. (Filed as Exhibit 10.3 to the Company's 
Form 10-Q Report for the quarter ended 31 December 2004.)* 

1 19 Amended and Restated Deferred Compensation Program for Directors, effective 1 October 2005. Effective as of 23 January 2003, this 
program is offered under the Long-Term Incentive Plan. (Filed as Exhibit 10.26 to the Company's Form 10-K Report for the fiscal vear 
ended 30 September 2005.)* 

10.20 Form of Award Agreement under the Long-Term Incentive Plan of the Company, used for FY 2006 awards. (Filed as Exhibit 10.1 to the 
Company's Form 10-Q Report for die quarter ended 31 December 2005.)* 
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Exhibit No. Description 

10.21 Amended and Restated Long Term Incentive Plan of the Company, effective 26 Januaty 2006. (Filed as Exhibit 10.1 to the Company's 
Form 10-Q Report for the quarter ended 31 March 2006.)* 

10.21 (a) Amendments to the Amended and Restated Long Tetm Incentive Plan of the Company effective 18 May 2006 and 21 September 2006. 
(Filed as Exhibit 10.22(a) to the Company's Fotm 10-K Report for the fiscal year ended 30 September 2006.)* 

10.22 Amended and Restated Deferred Compensation Plan of the Company, formerly known as the Supplementary Savings Plan, effective 1 
January 2005, reflecting amendments through 1 September 2006. (Filed as Exhibit 10.23 to the Company's Form 10-K Report for the 
fiscal year ended 30 September 2006.)* 

10.23 Amended and Restated Supplementary Pension Plan of the Company effective 1 January 2005 reflecting amendments through 30 
September 2006. (Filed as Exhibit 10.24 to the Company's Form 10-K Report for the fiscal year ended 30 September 2006.)* 

10.24 Compensation Program for Directors of the Company, effective 1 October 2006. (Filed as Exhibit 10.26 to the Company's Form 10-K 
Report for die fiscal year ended 30 September 2006.)* 

10.25 Form of Award Agreement under the Long-Term Incentive Plan of the Company, used for FY 2007 awards. (Filed as Exhibit 10.1 to the 
Company's Form 10-Q Report for the quarter ended 31 December 2006.)* 

10.26 Compensation Program for Nonemployee Directors of the Company, effective 1 October 2007. 

10.27 Air Products and Chemicals, Inc. Retirement Savings Plan as amended and restated effective 1 October 2006 to reflect amendments 
through 30 September 2007. 

12 Computation of Ratios of Earnings to Fixed Charges. 

13 2006 Financial Review Section of the Annual Report to Shareholders for the fiscal year ended 30 September 2006, which is furnished to 
the Commission for information only and not filed except as portions are expressly incorporated by reference in this Report. 

14 Code of Conduct (Filed as Exhibit 14 to the Company's Form 10-K Report for the fiscal year ended 30 September 2005.)* 

21 Subsidiaries of the registrant. 

(23) Consents of Experts and Counsel. 

23.1 Consent of Independent Registered Public Accounting Firm. 

24 Power of Attorney. 

(31) Rule 13a-14(a)/15d-14(a) Certifications. 

31.1 Certification by the Principal Executive Officer pursuant to Rule 13a-14(a) or Rule 15d-14(a) of the Securities Exchange Act of 1934, as 
adopted pursuant to Section 302 of the Sarbanes-Oxley Act of 2002. 

31.2 Certification by the Principal Financial Officer pursuant to Rule 13a-14(a)orRule 15d-14(a)ofthe Securities Exchange Act of 1934, as 
adopted pursuant to Section 302 of the Sarbanes-Oxley Act of 2002. 

(32) Section 1350 Certifications. 

32.1 Certification by die Principal Executive Officer and Principal Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to 
Section 906 of the Sarbanes-Oxley Act of2002. 

* Previously filed as indicated and incorporated herein by 
reference. Exhibits incorporated by reference are located in SEC 
File No. 1-4534. 
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UNITED STATES 
SECURITIES AND EXCHANGE COMMISSION 

Washington, D.C. 20549 

FORM 10-K 

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE 
SECURITIES EXCHANGE ACT OF 1934 

For the fiscal year ended December 31,2007 

Commission File Number 1-1136 

BRISTOL-MYERS SQUIBB COMPANY 
(Exact name of registrant as specified in its charter) 

Delaware 22-0790350 
(State or other jurisdiction (IRS Employer 

of incorporation or organization) Identification No.) 

345 Park Avenue, New York, N.Y. 10154 
(Address of principal executive offices) 

Telephone: (212) 546-4000 

Securities registered pursuant to Section 12(b) of the Act: 

Title Bf cflfh tlasa Name of each exchange on which registered 
Common Stock, S0.10 Par Value New York Stock Exchange 

$2 Convertible Preferred Stock, $1 Par Value New York Stock Exchange 

Securities registered pursuant to Section 12(g) of the Act: None 

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act. Yes E) No • 

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act. Yes • No El 

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act of 
1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject to such filing 
requirements for the past 90 days. Yes El No • 

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will not be contained, to 
the best of the registrant's knowledge, in definitive proxy or information statements incorporated by reference in Part III of this Form 10-K or any 
amendment to this Form 10-K. • 

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer or a smaller reporting company. 
See definitions of "accelerated filer", "large accelerated filer" and "smaller reporting company" in Rule 12b-2 of the Exchange Act. 

Large accelerated filer E) Accelerated filer O Non-accelerated filer • Smaller reporting company • 

Indicate by check mark if the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes • No El 

The aggregate market value of the 1,978,987,106 shares of voting common equity held by non-afliliates of the registrant, computed by reference to 
the closing price as reported on the New York Stock Exchange, as of the last business day of the registrant's most recently completed second fiscal quarter 
(June 30,2007) was approximately $62,456,833,065. Bristol-Myers Squibb has no non-voting common equity. At February 12,2008, there were 
1,979,387,706 shares of common stock outstanding. 

DOCUMENTS INCORPORATED BY REFERENCE: Portions of the Proxy Statement for the registrant's Annual Meeting of Stockholders to be 
held May 6,2008 are incorporated by reference into Part III of this Annual Report on Form 10-K. 
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PARTI 

Item 1. BUSINESS. 

General 

Bristol-Myers Squibb Company (which may be referred to as Bristol-Myers Squibb, BMS or the Company) was incorporated under the laws of the 
State of Delaware m August 1933 under the name Bristol-Myers Company, as successor to a New York business started in 1887 In 1989 Bristol-Mvers 
P°Xnyv^aTd T nam! ? Bristol-MyersSquibb Company as a result of a merger. TTte Company, through its <Ens Ld suteSs b engaged 
the discovery, development, lrcensmg, manufacturing, marketing, distribution and sale of pharmaceuticals and other health care related products. 

Acquisitions and Divestitures 

In July 2007 the Company completed the sale of the BUFFERIN* and EXCEDRIN* brands in Japan, Asia (excluding China and Taiwan) and certain 
S Z < £ , d ™ l i 5 o n S l 7 . ' ° "  C m w  r e c o g n i z e d ,  p r e - o r e  g . i n o f S 2 4 7  

achieved, the Company is obligated under the terms of the agreement to pay the former stockholders of Adnexus up to an additional $74 million. 

In December 2007, the Company entered into a definitive agreement with Avista Capital Partners L.P. (Avista) for the sale of its Medical Imaging 
m,Ui0n ln.caih> subJect t0 ^ternary post-closing adjustments. The closing of the transaction was 

A f T. AS transaction, the Compaq expects to recognize a pretax gain of approximately $20 million to $40 million 
($30 million to $50 million loss net of tax) in the first quarter of2008, subject to the post-closing adjustments. 

Bristol-Myers Squibb Website 

The Company's internet website address is WW.blTlMOm. The Company makes available free of charge on its website its annual, quarterly and 
current reports, including amendments to such reports, as soon as reasonably practicable after the Company electronically files such material with or 
furnishes such material to, the U.S. Securities and Exchange Commission (SEC). ' 

p*v.I?fTanrelating,t^0IP0ra'e S°ve™n(re at Bristol-Myers Squibb, including the Company's Standards of Business Conduct and Ethics, Code of 
Ethics for Senior Financial Officers, Code of Business Conduct and Ethics for Directors, (collectively, the "Codes"), Corporate Governance Guidelines and 

concerning the Company sExecutive CommitteeJBoard of Directors, including Board Committees and Committee charters, and transactions m 
Bristol Myers Squibb securities by Directors and executive officers, is available on the Company's website at www hms gpm nndpr the 
Investors—Corporate Governance" caption and in print to any stockholder upon request. Any waivers to the Codes by directors or executive officers and 

^y material amendment to die Code of Business Conduct and Ethics for Directors and Code of Ethics for Senior Financial Officers will be posted promptly 
on the Company s website. Information relating to stockholder services, including the Company's Dividend Reinvestment Plan and direct deposit of 
dividends, is available on the Company s website at www.bms.com under the "Investors—Stockholder Services" caption. 

,, Company incorporates by reference certain information from parts of its proxy statement for the 2008 Annual Meeting of Stockholders. The SEC 
fir the inns i!? ,SC ccTP<i,Iiai?!im n^a^^ ^ referring to it m that manner. Please refer to such information. The Company's proxy statement 
for the 2008 Annual Meeting of Stockholders and 2007 Annual Report will be available on the Company's website fwww.hms com J under the 
"Investors—SEC Filings" caption on or after March 21,2008. V |V""'WI"1 
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Business Segments 

The Company has three reportable segments—Pharmaceuticals, Nutritionals and ConvaTec (previously a component of the Other Health Care 
operating segment). In January 2008, the Company completed the sale of its Medical Imaging business to Avista. The results of the Medical Imaging 
business previously included in the former Other Health Care operating segment, are presented as part of the Company's results from discontinued 
operations. 

The Pharmaceuticals segment is made up of the global pharmaceutical and international consumer medicines business. The Pharmaceuticals segment 
accounted for 81% of the Company's sales in 2007,80% of the Company's sales in 2006, and 83% of the Company's sales in 2005. U.S. Pharmaceuticals 
sales accounted for 58%, 54% and 54% of total Pharmaceutical sales in 2007,2006 and 2005, respectively, while international Pharmaceutical sales 
accounted for 42%, 46% and 46% of total Pharmaceutical sales in 2007,2006 and 2005, respectively. 

The other two segments - Nutritionals and ConvaTec - comprise the Company's Health Care Group. The Nutritionals segment consists of Mead 
Johnson Nutritionals (Mead Johnson), primarily an infant formula and children's nutritionals business. The ConvaTec segment consists of the ostomy, 
wound and skin care business. Health Care Group sales accounted for 19% of the Company's sales in 2007,20% of the Company's sales in 2006, and 17% 
of the Company's sales in 2005. U.S. Health Care Group sales accounted for 40%, 42% and 43% of total Health Care Group sales in 2007,2006 and 2005, 
respectively, while international Health Care Group sales accounted for 60%, 58% and 57% of total Health Care Group sales in 2007,2006 and 2005, 
respectively. 

For additional information about these segments, see "Item 8. Financial Statements—Note 19. Segment Information." 

Pharmaceuticals Segment 
The Pharmaceuticals segment competes with other worldwide research-based drug companies, smaller research companies and generic drug 

manufacturers. These products are sold worldwide, primarily to wholesalers, retail pharmacies, hospitals, government entities and the medical profession. 
The Company manufactures these products in the U.S. and Puerto Rico and in 14 foreign countries. U.S Pharmaceuticals net sales accounted for 58%, 54% 
and 54% of total Pharmaceuticals net sales in 2007, 2006 and 2005, respectively, while Pharmaceuticals net sales in Europe, Middle East and Africa 
accounted for 25%, 28% and 29% of total Pharmaceuticals net sales in 2007,2006 and 2005, respectively. Pharmaceuticals net sales in Japan accounted fen 
4% of total Pharmaceuticals net sales in each of2007,2006 and 2005. 

The Company's key products include PLAVIX* (clopidogrel bisulfate), AVAPRO/AVALIDE* (irbesartan/irbesartan-hydrochlorothiazide), 
REYATAZ (atazanavir sulfate), ABILIFY* (aripiprazole), ERBITUX* (celuximab), SPRYCEL (dasatinib), BARACLUDE (entecavir), ORENCIA 
(abatacept), the SUSTIVA Franchise (efavirenz) and IXEMPRA (ixabepilone). 

The composition of matter patent for PLAVIX*, which expires in 2011, is currently the subject of patent litigation in the U.S. with Apotex Inc. and 
Apotex Corp. (Apotex) and other generic companies as well as in other less significant jurisdictions. As previously disclosed, on August 8,2006, Apotex 
launched a generic clopidogrel bisulfate product that competes with PLAVIX*. The generic launch had a significant adverse impact on PLAVIX* sales, 
which the Company estimates to be in a range of $250 million to $350 million in 2007 and $1.2 billion to $1.4 billion in 2006. Estimated total U.S. 
prescription demand for clopidogrel bisulfate (branded and generic) increased 8% in 2007 compared to 2006, while estimated total U.S. prescription 
demand for branded PLAVIX* increased 34% in the same period. The Company believes that the supply of generic clopidogrel bisulfate that was sold into 
distribution channels following the Apotex at-risk launch in August 2006 has been substantially depleted. In June 2007, the U.S. District Court for the 
Southern District of New York (District Court) upheld the composition of matter patent for PLAVIX* and enjoined Apotex from engaging in any activity 
that infringes the patent, including marketing its generic product in the U.S. until after the patent expires. Apotex has appealed the District Court's decision. 
The Apotex appeal date has been set for March 2008. The damages phase of the trial is on-going For more information about the pending PLAVIX* 
litigation, as well as the generic launch by Apotex, see "Item 8. Financial Statements —Note 22. Legal Proceedings and Contingencies." 
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when these patent rights and other fornis of exclusivity expire and generic versions o^ meSdne ^ Iother countnes. 

AeC^pan^i?stfp1tentS rights* 2rth2fc£^p£S£^ 
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regulatory approval by submitting its own clinical trial data to obtain marketing approval prior totheTxK * COmpet,,OT C°Uld Seek 

estimate or that the exclusivity will be limited to the estimate exclusivity for the fun period of time that appears m the 
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Dollarsin Millions 
Cardiovascular 

PLAYIX* 
AVAPRO*/AVALIDE* 
PRAVACHOL 
COUMADIN 

Virology. 
REYATAZ 

, SUSTIVA Franchise (total revenue) 
BARACLUDE 

Oncology 
ERBITIDC* 
TAXOL™ (paclitaxel) 
SPRYCEL 
1XEMPRA 

Affective (Psychiatric) Disorders 
ABILIFY* (total revenue) 

Immtmoscience 
ORENCIA 

Other Pharmaceuticals 
EFFERALGAN 

1007 2006 200S 

Past or Currently 
Estimated 

Year of 
U.S. Basic 

Exclusivity I ns. 

Past or Currently 
Estimated 

Year of 
EU Basic 

Past or Currently 
Estimated 

Year of 
Japanese Basic 

$4,755 
134 

. 443 
. 31 

$337 
1,097 
1,197 
23 

$3,823 
982 

236 
. 212 

2011 
2012 
2006 

(b) 

2008-2013. 
. 2007-313 

2002-2008 
(b). 

. ++ 
++ 

. . ++ 

1,124 
956 

' •%& . 

- 931 
791 

. . 83 

m 
680 
12 

2017-
2013(e) 
2015 

V 317 
2013(e) 

311-2016 

-2017 
++ 

2016 
' 692 

422 
158 
15 

652 
563. 
25 

413 
747 

2017(d) " 
2000 
2020 
2018 

•Hr' 
2003 
320(4 
2018 

++ 
2006 

++ 
. . ++ 

1,660 1,282 912 2014(0 2014(g) ++ 

231 89 — . 2016&0 312(b) ++ 

308 266 283 ++ N/A ++ 

Note: The currently estimated year of basic exclusivity loss includes any statutory extensions of exclusivity that have been earned, but not those that are speculative. In some 
instances, there may be later—expiring patents that cover particular fonns or compositions of the drug, as well as methods of manufacturing or methods of using the drug. Such 
patents may sometimes result in a favorable market position for the Company's product, but product exclusivity cannot be predicted or assured. Note also that, for products filed 
under a Biologies License Application (BLA) in the U.S., the year of exclusivity is listed as die year of patent expiration even though there is currently not a regulatory pathway for 
the approval of follow-on biologic products, as described in more detail in u—Intellectual Property" and "—Product Exclusivity" below. 

* j1^ca*cs ^rand names of products which are registered trademarks not owned by the Company or its subsidiaries. Specific trademark ownership information en be found on page 

++ The Company does not currently market die product in the jurisdiction indicated. 

(a) References to the EU throughout this Form 10-K include the following current 27 member states: Austria, Belgium, Bulgaria, Cyprus, Czech Republic, Denmark, Estonia, Finland 
France, Germany, Greece, Hungary, Ireland, Italy, Latvia, Lithuania, Luxembourg, Malta, Netherlands, Poland, Portugal, Romania, Slovakia, Slovenia, Spain, Sweden, and the ' 

•it v K^jBdom (UK). Basic patent applications have not been filed in all 27 current member states for all of the listed products. In some instances the date of basic exclusivity loss 
will be different in various EU member states. In such instances, the earliest and latest dates of basic exclusivity loss are listed. For those EU countries where the basic oatent was not 
obtained, there may be data protection available. 

(b) Basic exclusivity expired before BMS acquired the product. 

(c) Exclusivity period relates to SUSTIVA brand only. 

(d) Biologic product approved under a BLA. In the U.S., there is currently no regulatory approval path for generic biologies. 

(e) Pending application. EU patent application was not filed in Estonia, Latvia, Lithuania, Malta, Slovakia and Slovenia. 

(f) The Company's rights to commercialize aripiprazole in the U.S. terminate in 2012. 

(g) The Company's rights to commercialize aripiprazole in the EU terminate in 2014. 

(h) Data exclusivity in the EU expires in 2017. 
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Cardiovascular 
PLAVIX* 

AVAPRO*/AVALIDE* 

PRAVACHOL 

Clopidogrel bisulfate is a platelet aggregation inhibitor, which is approved for protection against fatal or non-fatal heart 
attack or stroke in patients with a history of heart attack, stroke, peripheral arterial disease or acute coronary syndrome. 

Clopidogrel bisulfate was codeveloped and is jointly marketed with Sanofi-Aventis (Sanofi). The worldwide all.w-
2^ 2ameT of geographic territories: one in the Americas and Australia (the Company's primary 
territory) and the other in Europe and Asia (Sanofi's primary territory). 

The composition of matter patent in the U.S. expires in 2011 (which includes a statutory patent term extension) and is 
t SUjJ6f of P^entl!Ugat1™1 in the U.S. with Apotex and other generic companies, as well as in other less 

i ™ *,12/?^ J}6 P.'stnct Court has upheld the validity and enforceability of the composition of matter patent and 
nS^v11^ decision. The oral argument on the Apotex appeal date has been set for March 2008. It is not 
possible at tlus time reasonably to assess the outcome of the appeal by Apotex and/or the timing of any renewed generic 
competition from Apotex or potential additional generic competition from other generic pharmarantiral 
However, if Apotex were to prevail m its appeal, the Company would expect renewed generic competition promptly 
thereafter. For more information about these litigation matters, as well as the generic launch by Apotex, see "Item 8 
Financial Statements—Note 22. Legal Proceedings and Contingencies." 

In the EU, regulatory data exclusivity expires in July 2008 in all the EU member countries and fee key composition of matter 
patent expires m 2013 in the majority of the EU member countries. 

'f buIu require,?en,tifor cloP'dogrel bisulfate from Sanofi and a third party. Both fee Company and 
Sanofi finish fee product m their own facilities. For more information about fee Company's arrangements wife Sanofi, see 
—Strategic Alliances below and 'Item 8. Financial Statements—Note 2. Alliances and Investments." 

MdfeaSc^ephropafey ^rochlorofeiazide is an angiotensin II receptor antagonist indicated for fee treatment of hypertension 

frbesartan was codeveloped and is jointly marketed with Sanofi. The worldwide alliance operates under fee framework of 
?S' 216 I C,Ar"enfas a"^Aas,raJla (the Company's primary territory) and fee other in Europe and 

Canni) • ? i primary territory). In September 2006, the Company elected to terminate its copromotion of this product wife Sanofi m Ireland, Sweden, Norway, Finland and Denmark. H 

comP°sition of matter patent in the U.S. expires in 2012 (including pediatric extension) and in the EU in 2013 
Data exclusivity m the EU expires in August 2007 for AVAPRO* and in October 2008 for AVALIDE*. 

frbesartan is manufactured by both the Company and Sanofi. The Company manufactures its bulk requirements for 
lrbesartan and finishes AVAPROVAVALIDE* in its own facilities. For AVALIDE*, the Company purchases bulk 
requirements for hydrochlorothiazide from a third party. 

For more information about the Company's arrangements wife Sanofi, see' 
Financial Statements—Note 2. Alliances and Investments." -Strategic Alliances" below and "Item 8. 

™w!aL'n S°dLUT '! an,HMG GOTA reductase inhibitor indicated as an adjunct to diet and exercise for patients wife 
i er?i5mia',f0r l0YermA,he nsk of a flrst heart attack in P^ple without clinically evident coronary heart 

coroniy^hearfdfsease choleStero1'and for reducinSthe risk of heart and stroke in patients wife clinically e^iS 



Table of Contents 

COUMADIN 

The Company has licensed a patent covering pravastatin, marketed by the Company in the U.S. as PRAVACHOL, from 
Sankyo Company, Ltd. (Sankyo) of Japan, with key provisions of the agreement expiring as exclusivity expires on a 
market-by-market basis. Exclusivity in the U.S. under the patent (including pediatric extension) expired in April 2006. The 
Company entered mto a distribution agreement with Watson Pharmaceutical (Watson) in November 2005 authorizing 
Watson to distribute generic pravastatin sodium tablets in the U.S. 

In December 2006, LEK D.D. (LEK), a Slovenian generic company that is wholly-owned by Novartis AG (Novartis). filed 
suit against the Company and Watson in the U.S. District court for the Eastern District of Texas in Marshall, Texas. LEK's 
complaint alleges that the Company's sale of PRAVACHOL and Watson's sale of an authorized generic of PRAVACHOL 
infringe two patents of LEK. For more information about this litigation matter, see 'Item 8. Financial Statements—Note 22 
Legal Proceedings and Contingencies." 

The composition of matter patent has expired in all countries in the EU. 

The Company obtains its bulk requirements for pravastatin from Sankyo and finishes the product in its own facilities. 

Warfarin sodium is an oral anticoagulant used predominantly in patients with atrial fibrillation or deep venous 
thrombosis/pulmonary embolism. 
Market exclusivity spired in the U.S. in 1997. Basic patent protection and regulatory data protection had expired before the 

Company acquired COUMADIN in 2001. F 

The Company obtains its bulk requirements for warfarin from a third party and produces the majority of finished goods in its 
own taciiities. 

Virology 

REYATAZ 

SUSTIVA Franchise 

Atazanavir sulfate is a protease inhibitor for the treatment of HIV. REYATAZ was launched in the U.S. in July 2003. 

The Company developed atazanavir under a worldwide license from Novartis for which it pays a royalty based on a 
percentage of net sales. The Company is entitled to promote REYATAZ for use in combination with NORVIR* (ritonavir) 
under a Non Exclusive License Agreement between Abbott Laboratories and the Company dated July 30 2003 as 
amended, for which it pays a royalty based on a percentage of net sales. 

Market exclusivity for REYATAZ is expected to expire in 2017 in the U.S., in the major EU member countries and Japan 
Data exclusivity in the EU expires in 2014. 

The Company manufactures its bulk requirements for atazanavir and finishes the product in its own facilities. 

Er^jnfnTLthCTa^S,i?giedie?t-in SUST'VA'>s a non-nucleoside reverse transcriptase inhibitor (NNRTI) for die treatment 
of HIV. The SUSTIV A Franchise includes SUSTIVA, an antiretroviral drug used in the treatment of HIV, and as well as 
bulk efavirenz inc'uded in the combination therapy, ATRIPLA*, which is sold through a joint venture with Gilead Sciences 
vJLS i-6?™™e r„omPany and Gllead share responsibility for commercializing ATRIPLA* in the U.S. Gilead records 
00 /o °f ATRIPLA revenues and consolidates the results of the joint venture in its operating results. The Company records 

revenue for the bulk efavirenz component of ATRIPLA* upon sales of that product by the Gilead joint venture to third-partv 
customers. The Company s revenue for the efavirenz component is determined by applying a percentage to ATRIPLA* 
revenue, which approximates revenue for the SUSTIVA brand. In Europe, the Company and Gilead share responsibility for 
commercializing ATRIPLA throughout the EU and certain other European countries. Gilead will record revenues from 
future net sales of ATRIPLA in most countries in Europe and the Company will record revenues at a percentage relative to 
£e |?Presented by SUSTIVA. In December 2007, the European Commission granted marketing authorization 
'°r A„I.LA f°r more information about the Company's arrangement with Gilead, see "—Strategic Alliances" below ant! 
Item 8. Financial Statements—Note 2. Alliances and Investments." 
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BARACLUDE 

Oncology 

ERBITUX* 

Rights to market efavirenz in the U.S., Canada, the UK, France, Germany, Ireland, Italy and Spain are licensed from Merck 
& Co., Inc. for a royalty based on a percentage of net sales. 

Market exclusivity for SUSTIVA is expected to expire in 2013 in the U.S. and in countries in the EU; the Company does not 
but another company does, market efavirenz in Japan. 

The Company obtains its bulk requirements for efavirenz from third parties and produces finished goods in its own facilities 
The Company provides bulk efavirenz to Gilead, who is responsible for producing ATRIPLA* goods. 

Enteeavir is a potent and selective inhibitor of hepatitis B virus that was approved by the FDA in March 2005 for the 
treatment of chronic hepatitis B infection. BARACLUDE was discovered and developed internally. It has also been 
approved and marketed in over 50 countries outside of the U.S. including China, Japan and the EU. The Company has 
learned that in China several companies have filed for clinical trial permission since the Company received approval The 
Company is not aware that any of the applications for clinical trial permission in China have been approved. Due to 
uncertainty about China's exclusivity laws, it is possible that one or more of these companies could receive marketing 
authorization from China's health authority by 2010. 

The Company has a composition of matter patent that expires in the U.S. in 2010. An application for a patent term extension 
has been approved in the U.S., which extends the patent expiration to 2015. The composition of matter patent expires in the 
EU between 2011 and 2016 and in Japan in 2016. A patent term extension has been approved in Japan which extends the 
patent expiration to 2016. Supplementary protection certificates have been requested in the EU and approved in some EU 
countries, extending the exclusivity for the approved product to 2016. 

The Company manufactures its bulk requirements for enteeavir and finishes the product in its own facilities. 

ERBITUX (cetuximab) is an IgGl monoclonal antibody designed to exclusively target and block the Epidermal Growth 
Factor Receptor (EGFR), which is expressed on the surface of certain cancer cells in multiple tumor types as well as some 

ce"s- ERBITUX*, a biological product, is approved for the treatment in combination with irinotecan of patients with 
EGFR—expressing metastatic colorectal cancer (mCRC) who had failed an irinotecan—based regimen and as monotherapy for 
patients who are intolerant of irinotecan. In March 2006, the FDA approved ERBITUX* for use in the treatment of 
squamous cell carcinoma of the head and neck. Specifically, ERBITUX* was approved for use in combination with radiation 
therapy, for the treatment of locally or regionally advanced squamous cell carcinoma of the head and neck and, as a single 
agent, for the treatment of patients with recurrent or metastatic squamous cell carcinoma of the head and neck for whom 
pnor platinum-based therapy has failed. 

Also, in October 2007, the Company received FDA approval for a supplemental Biologies License Application (sBLA) 
"''ng'° update the ERBITUX* product labeling to include overall survival data as a single agent in EGFR-expressing 
mCRC patients after failure of both irinotecan-based and oxaliplatin-hased regimens. 

ERBITUX* is marketed in North America by the Company under a distribution and copromotion agreement with ImClone 
Systems Incorporated (ImClone). The Company shares copromotion rights to ERBITUX* with Merck KGaA in Japan .™,w 
a redevelopment and cocommercialization agreement signed in October 2007 among the Company, ImClone, Merck KGaA 
and Merck Japan. ERBITUX* is not yet marketed in Japan, although an application has been submitted with the Japanese 
Pharmaceuticals and Medical Devices Agency (PMDA) for the use of ERBITUX* in treating patients with advanced 
colorectal cancer. For a description of the Company's alliance with ImClone, see "—Strategic Alliances" below and "Item 8. 
Financial Statements—Note 2. Alliances and Investments." 
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E M H T L ^ ' l 0 ! l e -  a m e n d 5 d  * *  , e ™ s  o f  t h e i r  a g r e e m e n t  f o r  t h e  c o d e v e l o p m e n t  a n d  c o p r o m o t i o n  o f  

' ,ln North America. Under this amendment, the companies have jointly agreed to expand the investment in the 

dê °Prnt,Plan fOT E.RB.ITUX» hy up to several hundred m.Hion doX DevXment coste  ̂to a 
cX^ JalTcoVding to^ °f'** C°mpany; 00545 in excess ofthis threshold wi" be shared by both 

!!teL°S!l!!f0!1/rtter P^f4 dlat specifically claims ERBITUX*. ERBITUX* has been approved by the FDA 

mon.°|herapy>for which there is no use patent. The use of ERBITUX* in combination with 

-n?e<?p pc agfrt >s approved by the FDA. Such combination use is claimed in a granted U.S p*t°nt that expires in 

cSSudffflPlfs^eSr2006lrt,been ̂ balle"g®dvl21thrlfe researchers from Yeda Research and Development 
uompany Ltd. (Yeda). In September 2006, the court granted Yeda the complete ownership of that patent ImClone annealed 

o^ thepatCTt^Se patent is invTlid, * aratory judgment action alleging that if the Yeda researchers remain sole inv^tors 

^.HH^V^iff5e4^mCni4 executed a?d announced in December 2007 by ImClone, Sanofi and Yeda to end 

g related to the use patent, Sanofi and Yeda granted ImClone a worldwide license under the use patent 

WT" .t0eAn°4 change ^Clone's woridwide royalty rate for ERBITUX* sales. Under its commercial 

settlement ^reement0"6' C°mpany payS a royal4y t0 ImClone on sales of ERBITUX* that is not impacted by the 

Joitition 40 04her5' YeTda-'5 liCen5e 0fthe Pa,ent to third Pa^es could result in product 

tor ^ mlght not otherwise occur. It is too early to assess whether and to what extent anv such 

competitive impact will occur or to quantify any such impact. However, Yeda has also granted Amgen Inc (Amgen) a 

license under the use patent. Amgen received FDA approval to market an EGFR-product that competes with ERJBITUX*. 

r™2!il[^0rl!ab0Ut 41,15 lltigat,ion' s?e"Item 8- Financial Statements-Note 22. Legal Proceedings and 

Contingencies. The European equivalent of this use patent has been opposed. For more information about biologies patents 
see —Intellectual Property and Product Exclusivity" below. m.u.mauuu aooui oioiogics patents, 

fmisbedg00ds requirements for cetuximab for use in North America from ImClone. ImClone 

manufactures^bulk requirements for cetuximab m its own facilities and finishing is performed by a third party for ImClone 

For a description of the Company's supply agreement with ImClone, see "-mLuSi™ 

5® f®,lve lngred>ent in TAXOL® (paclitaxel) did not have patent protection in the U.S., the EU or Japan but did have 

regulatory protection in the form of data exclusivity. Data exclusivity in the U.S. expired in 1997. An mitial approval for a 

U.S. generic version of paclitaxel was granted in 2000, revoked by the FDA in 2001 and then reinstated in 2002 Data 

exclusivity in theEU expired m 2003. Data exclusivity for TAXOL® (paclitaxel) in Japan expired in 2003 A patent claiming 

Pa^PoXtfnS^^mi?tr?0^5?e^le expires in JaPan in 2013-A nullity action filed in 2004 in the Japanese 
Patent Office invalidated this patent and the Company appealed the decision, but the invalidation decision was affirmed 
Meanwhile, a generic paclitaxel was launched in Japan in 2006. was a"lrmed. 

Pa®''taxel,djveloPed under a collaborative research and development agreement with the U.S. government Under the 

agreement, the Company obtained rights to the U.S. government's TAXOL® (paclitaxel) data. 

The Company manufactures its bulk requirements for paclitaxel and finishes the product in its own facilities. 
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SPRYCEL 

DCEMPRA 

Dasatmib is a multi-targeted tyrosine kinase inhibitor that was approved by the FDA in June 2006 for treatment of adults 

with chronic, accelerated, or myeloid or lymphoid blast phase chronic myeloid leukemia with resistance or intolerance to 

prior therapy including imahnib, and for the treatment of adults with Philadelphia chromosome-positive acute lymphoblastic 

leuKemia with resistance or intolerance to prior therapy. Dasatinib was approved in the EU in November 2006 SPRYCEL 
was discovered and developed internally. 

The basic composition of matter patent protecting dasatinib in the U.S. is due to expire in April 2020, and a patent term 

extension has been requested, which, upon grant, would extend the patent term until June 2020. In several EU countries the 

Srant;^°uldexPlre in April 2020 (excluding term extensions). An EU patent application was not 

filed in Cyprus, Estonia, Latvia, Lithuania, Malta, Netherlands, Slovakia or Slovenia. In the U.S., New Chemical Entity 

Protection expires in 2011, and Orphan Drag Exclusivity expires in 2013, which protects the product from generic 

applications for the currently approved orphan indications only. 

The Company manufactures its bulk requirements for dasatinib and finishes the product in its own facilities. 

f.a microtubule inhibitor belonging to a class of antineoplastic agents, the epothilones and their 

™ f;. October 2007, the FDA approved ixabepilone in combination with capecitabine for the treatment of patients with 

metastatic or locally advanced breast cancer resistant to treatment with an anthracycline and a taxane, or whose cancer is 

taxane resistant and for whom further anthracycline therapy is contraindicated, and in monotherapy for the treatment of 

metastatic or locally advanced breast cancer in patients whose tumors are resistant or refractory to anthracyclines taxanes 

and capecitabine. Marketing authorization is currently being sought in EU and other countries. 

The basic composition of matter patent protecting ixabepilone in the U.S. is due to expire in May 2018, and a patent term 

^CJ-eKS?°r been requested which, upon grant, would extend the patent term until September 2020. A corresponding patent 

also has been granted m EU countries which is due to expire in June 2018 (excluding term extensions). An EU patent 

application was not filed in Malta. In the U.S., New Chemical Entity Protection expires in 2012. 

Ixabepilone was developed by the Company, but is subject to a license agreement with Helmholtz Zentrum fur 

Jfw r f fSi ^ ?. (HZI)- reIating to epothilone technologies. Under the Agreement, HZI is entitled to royalties of 
0.5% of net sales in all countries m which the product is sold. 

The Company manufactures its bulk requirements for ixabepilone in its own facilities including manufacture of the active 

mgredient. The drug product which comprises a pharmaceutical kit is finished by Baxter Oncology GmbH. 

Affective (Psychiatric) 
Disorders 

ABILIFY* 
Aripiprazole is an atypical antipsychotic agent for patients with schizophrenia, acute bipolar mania and Bipolar I Disorder. 

Aripiprazole is copromoted in the U.S. by the Company and Otsuka Pharmaceutical Co., Ltd. (Otsuka). The Companv's 

XSJZFET't f ™Wta2ole in ,th5 U;S. terminate in 2012. Thereafter, Otsuka has the sole right to commercialize 

aripiprazole in the U.S. In Germany and Spam, the Company copromotes with an Otsuka affiliate. In the UK and France the 

Company currently acts as distributor for the product and copromotes with an Otsuka affiliate. In all other European markets 

the Company acts as exclusive distributor. The Company is the exclusive licensee for the product in the rest of the world 

excluding Japan and certain other countries. In the U.S., Spain and Germany, the Company records alliance revenue for its 

contractual share of the net sales and records all expenses related to the product. Alliance revenue is recorded bv the 

Company as net sales based upon 65% of third-party customer net sales in the copromotion countries. The Company 

tins alliance revenue when ABILIFY* is shipped and all risks and rewards of ownership have transferred to 

third party customers. In the UK, France and Italy, the Company currently records 100% of the net sales and related cost of 

I ? c<Juntoes where the Company has an exclusive right to sell ABILIFY*, the Company also records 100% of 

" cfl. S-S a","?, related cost of products sold. For more information about the Company's arrangement with Otsuka see 

—Strategic Alliances below and "Item 8. Financial Statements—Note 2. Alliances and Investments." 
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A,^ . ? a5d/or 41,6 vabdity and/or infiingement of some or all of the maims therein Otsuka has 
O^fSfK mfr8emeni aCtl°nS 5?"*on.the *528 Patent against Teva, Batr, Sandoz, Sun and ApoSTin diTu S Disrtcf 
sole rights^tcTerribrce the Sltem " *" UA C0Wt f°r ̂  Middle District of North Caro«"a- Otsuka has 

Sw^S^°SnaL^Tn™iS ™°rCe in <?ermany' the,UK- pra°«, Italy, the Netherlands, Romania, Sweden, 
. • . ?^_..Pr . • Pe ongtnal expiration date of 2009 has been extended to 2014 by grant of a sumilemental 
protection certificate m all of the above countries except Romania and Denmark. Data exclusivity in the EU exnires in 2014 
tw'lr^mPOr' Tp matter patent in Austria, Belgium, Finland, Greece, Ireland! LuxSu^yom>ga^IS 
Hungary, Cyprus, Czech Republic, Slovenia, Slovakia, Poland, Malta, Lithuania, Bulgaria and Estonia. ' 

ktoor/acMes5 ̂  reqUiremen,S for ariP1Prazole from Otsuka. Both Otsuka and the Company finish the product 

Immunoscience 
ORENCIA ' a,b'0l°gjcal Product. B a fusion protein with novel immunosuppressive activity targeted initially at adult natients 

fate ,0 sev«erheumatoid arthritis, who have had an inadequate response to ceriafeSreeXXbtetnLE? 
Abatacept was approved by the FDA m December 2005 and made commercially available in the U.S. in February 2006. 
ORENCIA was discovered and developed internally. 

2«teTSlTtheSUSS hf 70tlTt^rrnm8abaKCept andi,sJm£thod ofuse- latest of the composition of matter 
paierns expires in the U.S. in 2016. The Company has submitted its request for patent term extension for one of the 

?^ucUnTo^1rcilifeabataCePt fr°m 3 third ̂  3nd fr°m itS 0Wn manupactnring facilities. The Company fmishes the 

Other Pharmaceuticals 
EFFERALGAN f™LrGA.N Is 3 formulati°n of acetaminophen first introduced in 1972 and distributed as an effervescent tablet It is 

S" treatment of fever or mild to moderate pain for adults and children, .ri 
There is no composition of matter patent in Europe for EFFERALGAN. nurope. 
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In addition to the products discussed above, the Company's Pharmaceuticals segment also includes the Company's wholly-owned UPSA Consumer 

Medicines business in Europe, which includes EFFERALGAN, described above, as well as ASPIRINE UPSA, DAFALGAN and FERVEX in Europe and 
other overseas markets. 

Strategic Alliances and Arrangements 
The Company enters into strategic alliances and arrangements with third parties, which give the Company rights to develop, manufacture, market 

and/or sell pharmaceutical products, die rights to which are owned by such third parties. The Company also enters into strategic alliances and arrangements 
with third parties, which give such third parties the rights to develop, manufacture, market and/or sell pharmaceutical products, the rights to which are 
owned by the Company. These alliances and arrangements can take many forms, including licensing arrangements, codevelopment and comarketing 
agreements, copromotion arrangements and joint ventures. Such alliances and arrangements reduce the risk of incurring all research and development 
expenses that do not lead to revenue-generating products; however, the gross margins on alliance products are generally lower, sometimes substantially so, 
than the gross margins on the Company's own products that are not partnered because profits from alliance products are shared with the Company's alliance 
partners. While there can be no assurance that new alliances will be formed, the Company actively pursues such arrangements and views alliances as an 
important complement to its own discovery and development activities. 

The Company's most significant current alliances and arrangements for the Company's products are those with Sanofi for PLAVIX* and 
AVAPRO*/AVALIDE*, Otsuka for ABILIFY*, ImClone for ERBITUX* and Gilead for ATRIPLA*. The Company's most significant alliances and 
arrangements for investigational compounds under development are with Medarex, Inc. (Medarex) for ipilimumab, a monoclonal antibody being 
investigated as an anticancer treatment, the rights to which are owned by Medarex; with AstraZeneca PLC (AstraZeneca) for saxagliptin, an oral compound 
discovered by the Company for the potential treatment of diabetes that is a DPP—IV inhibitor, and dapagliflozin, an oral compound discovered by the 
Company for the potential treatment of diabetes that is a sodium-glucose cotransporter-2 (SGLT2) inhibitor; and with Pfizer, Inc. (Pfizer) for apixaban, ap 
anticoagulant discovered by the Company being studied for the prevention and treatment of a broad range of venous and arterial thrombotic conditions. 
Each of these significant alliances and arrangements are discussed in more detail below. Additionally, the Company has licensing arrangements with 
Novartis for REYATAZ and with HZI for IXEMPRA, a novel microtubule—stabilizing agent for the treatment of breast cancer. 

In general, the Company's strategic alliances and arrangements are for periods co-extensive with the periods of market exclusivity protection on a 
country-by-country basis. Based on the Company's current expectations with respect to the expiration of market exclusivity in the Company's significant 
markets, the licensing arrangements with Novartis for REYATAZ are expected to expire in 2017 in the U.S., the EU and Japan; and HZI for IXEMPRA are 
expected to expire in 2017 in the U.S., and on the 10th anniversary of the first commercial sale in the EU and Japan. For further discussion of market 
exclusivity protection, including a chart showing net sales of key products together with the year in which basic exclusivity loss occurred or is expected to 
occur in the U.S., the EU and Japan, see "—Products" above and "—Intellectual Property and Product Exclusivity" below. 

Each of the Company's strategic alliances and arrangements with third parties who own the rights to manufacture, market and/or sell pharmaceutical 
products contain customary early termination provisions typically found in agreements of this kind and are generally based on the other party's material 
breach or bankruptcy (voluntary or involuntary) and product safety concerns. The amount of notice required for early termination generally ranges from 
immediately upon notice to 90 days after receipt of notice. Termination immediately upon notice is generally available where the other party files a 
voluntary bankruptcy petition or if a material safety issue arises with a product such that the medical risk/benefit is incompatible with the welfare of patients 
to continue to develop or commercialize this product. Termination upon 30 to 90 days notice is generally available where an involuntary bankruptcy petition 
has been filed (and has not been dismissed) or a material breach by the other party has occurred (and not been cured). Early termination due to product 
safety concerns typically arises when a product is determined to create significant risk of harm to patients due to concerns regarding the product's efficacy 
or level of toxicity. The Company's strategic alliances and arrangements typically do not otherwise contain provisions that provide the other party the right 
to terminate the alliance on short notice. 

In general, where the other party to the Company's strategic alliance and arrangement will continue to have exclusivity protection upon the expiration 
or termination of the alliance, the Company does not retain any rights to the product or to the other party's intellectual property. The loss of rights to one or 
more products that are marketed and sold by the Company pursuant to strategic alliance arrangements with third parties in one or more countries or 
territories could be material to the Company's results of operations and cash flows and, in the case of PLAVIX*, could be material to its financial condition 
and liquidity. As is customary in the pharmaceutical industry, the terms of the Company's strategic alliances and arrangements generally are co—extensive 
with the exclusivity period, which is discussed above, and may vary on a country-by-country basis. 

As discussed below, the Company's strategic alliance with Otsuka expires in November 2012 in the U.S. and Puerto Rico, which is prior to the 
expected expiration of market exclusivity protection for ABILIFY* in 2014 in the U.S. (including a granted patent term extension). 
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Current Marketed Products 

The Company has agreements for the codevelopment and cocommercialization of AVAPRO*/AV ALIDE*, an n receptor 
antagonist indicated for the treatment of hypertension and diabetic nephropathy, which is copromoted in certain countries outside the U.S. under the 
tradename APROVEL*/COAPROVEL* and comarketed in certain countries outside the U.S. by the Company under the tradename 
£A.R,^y/K^RVE?1DE,',; and PLAVK*>a platelet aggregation inhibitor, which is copromoted in certain countries outside the U.S. under the tradename 
"LA VIX* and comarketed in certain countries outside the U.S. by the Company under the tradename ISCOVER*. 

The worldwide alliance operates under the framework of two geographic regions, one covering certain European and Asian countries, defined as 
Territory A, and one covering the U.S., Puerto Rico, Canada, Australia and certain Latin American countries, defined as Territory B. The region covering 
the U.S., Puerto Rico, Canada, Australia, and certain Latin American countries is managed by two separate territory agreements, one for U.S. and Puerto 
Rico AVAPRO*/AVALIDE* only, and a second agreement for U.S. and Puerto Rico PLAVIX* only, plus Canada, Australia, Mexico, Brazil, Colombia 
and Argentina for both products. Within each of Territory A and B, a Territory Partnership exists to supply product to the countries within each territory and 
to manage certain central expenses such as marketing, research and development and royalties. Countries within Territory A and B are structured so that the 
a stoglTbrand and Sanofi elther comarket separate brands (e.g., each affiliate operates independently and sells a competing brand), or copromote 

WitoinTerritory A, the comarketing countries include Germany, Spain, Italy (irbesartan only), Greece and China (clopidogrel bisulfate only) The 
Company sells ISCOVER* and KARVEA*/KARVEZIDE* and Sanofi sells PLAVIX* and APROVEL*/COAPROVEL* rathew countries, except China 
where the Company retains the right to, but does not currently comarket ISCOVER*. The Company and Sanofi copromote PLAVIX* and 
n,P?wXS,L*/<t0A^R0VEL* 111 France> ^ UK> Belgium, Netherlands, Switzerland and Portugal. In addition, the Company and Sanofi copromote 
A nnXiVc, iflivIreland- Denmark, Finland, Norway, Sweden, Turkey, Taiwan, Korea, Singapore, Malaysia and Hong Kong, and 
APROVEL /COAPROVEL* m certain French export countries. Sanofi acts as the operating partner for Territory A and owns a 50.1 % majority fin.^.i 
controlling interest m this territory. The Company's ownership interest in this territory is 49.9%. The Company accounts for the investment in partnership 
entities in this territory under the equity method and records its share of the results in equity in net income of affiliates in the consolidated statement of 

The Company's share of net income from these partnership entities before taxes was $526 million in 2007, $439 million in 2006 and $345 million 
in 2005. 

Within Territory B, the Company and Sanofi copromote PLAVIX* in the U.S., Canada and Puerto Rico and AVAPRO*/AVALIDE* in Canada. The 
other Terntoiy B countries, Australia, Mexico, Brazil, Colombia (clopidogrel bisulfate only) and Argentina are comarketing countries. In 2001 the 
Company and Sanofi modified their previous exclusive license to die Company for AVAPRO*/AVALIDE* in the U.S. and Puerto Rico to form a 
copromotion joint venture, as part of which the Company contributed the AVAPRO*/AVALIDE* intellectual property and Sanofi agreed to pay the 
Company $200 million in 2001 and $150 million in 2002. The Company accounts for these payments as a sale of an interest in a license and defers and 
amortizes the total amount of $350 million into other income over the expected useful life of the license, which is approximately 11 years from the date of 
the formation of the copromotion joint venture. The Company acts as the operating partner for Territory B and the U.SVPuerto Rico 
AVAPRO*/AVALIDE* Territory and owns a 50.1% majority controlling interest in these territories. As such, the Company consolidates all partnership 
res™ "J®?® temt°nes and records Sanoffs share of the results as a minority interest expense, net of taxes, which was $746 million in 2007 $428 million 
in 2006 and $578 million in 2005. 

7 1 1 6 ? , c o r d e d  s a I e s  m Territory B, the U.S./Puerto Rico AVAPRO*/AVALIDE* Territory and Territory A comarketing countries of $5 958 
million m 2007, $4,355 million in 2006 and $4,805 million in 2005. 

51 S®P'?mber 2°°6' tt>e Company opted out of its copromotion rights with Sanofi for APROVEL*/COAPROVEL* in Ireland, Sweden, Denmark 
Finland and Norway. The Company has also opted out of its comarketing or copromotion arrangements in a number of other countries prior to 2006 The 
Company receives a royalty payment from Sanofi based on a percentage of Sanofi's net sales in the opt-out countries. 

The teiritory partnerships are governed by a series of committees with enumerated functions, powers and responsibilities. Each territory has two 
senior committees (Senior Committees) which have final decision making authority with respect to that territory as to the enumerated (tactions powers and 
responsibilities within its jurisdiction. 

The agreements with Sanofi expire on the later of(i) with respect to PLAVIX*, 2013 and, with respect to AVAPRO*/AVALIDE* 2012 in the 
Americas and Australia and 2013 in Europe and Asia, and (ii) the expiration of all patents and other exclusivity rights in the applicable territory. 

The alliance arrangements may be terminated by the Company or Sanofi, either in whole or in any affected country or Territory, depending on the 
circumstances, m the event of (l) voluntary or involuntary bankruptcy or insolvency, which in the case of involuntary bankruptcy continues for 60 days or 
an order or decree approving same continues unstayed and in effect for 30 days; (ii) a 
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material breach of an obligation under a major alliance agreement that remains uncured for 30 days following notice of the breach excert where 
commencement and diligent prosecution of cure has occurred within 30 days after notice; (iii) deadlocks of one of the Senior Committees which render the 
COTtinued commercialization of the product impossible m a given country or Territory or, in the case of AVAPRO*/AVALIDE* in the U S with respect to 
advertising and promotion spending levels or the amount of sales force commitment; (iv) an increase in the combined cost of goods and royalty which 

the applicable temtory. Each of these termination procedures is slightly different; however, in all events, the Company could lose all rights to either or both 
defauUtag^pMty ,n ' C°Untty °f eVen of abankruptcy insolvent or material breachwfere 

For further discussion of the Company's strategic alliance with Sanofi, see "Item 8. Financial Statements-Note 2. Alliances and Investments." 

^ C°?PPy entCTed into a worldwide commercialization agreement with Otsuka, to codevelop and eopromote ABILIFY* for the 
P H c3 ^ P psychiatric disorders, except in Japan, China, Taiwan, North Korea, South Korea, the Philippines, Thailand 

Indonesia, Pakistan and Egypt. The Company began copromotmg the product with Otsuka in the U.S. and Puerto Rico in November2002 In June 2004 the 
SnTZhe'r^C^r8^1 fro™ thS,Eur°5ean C°mmissr-produ«is copromoted with (SG™* F^nlf 
Spain. In the U.S., Germany and Spain, where the product is invoiced to third-party customers by the Company on behalf of Otsuka. the Comoanv records 
alliance revenue for its65% contractual share of third-party net sales and records il expenses related to 
revalue when ABILIFY is shipped and all risks and rewards of ownership have transferred to third-party customers. In the UK France and Italy where 

1ppresently fe distributor for the product, the Company records 100% of the net sales and related cost of products sold and 
expenses. The Company also has an exclusive right to sell ABILIFY* in other countries in Europe, the Americas and a number of countries in Asia. In these countries the Company records 100% of the net sales and related cost of products sold. Americas ana numoer oi countries in Asia. In these 

n,ci. U°d®r tbl[e™s of.the agreement, the Company purchases the product from Otsuka and performs finish manufacturing for sale by the Company or 
to third-party customers. The agreement expires m November 2012 in the U.S. For the entire EU, the agreement expires in June 2014 In each other 

country where the Company has the exclusive right to sell ABILIFY*, the agreement expires on the later of the 10th anniversary of the first commercial sale 
bZmtrv?! °r e,xpira,'on °.f ^ apphcable P31?"1 m such country. Early termination is available based on the other party's voluntary or involuntary 

breachTT^TTf"' P.aymcn,s'fal'ure t<> commence the first commercial sale within three months after receipt of all necessary appeals 
a b.r.eac.h- The amount of notice required for early termination of the strategic alliance is immediately upon notice (i) in the case of voluntarv 

bankruptcy, (u) where minimum payments are not made to Otsuka, or (iii) if first commercial sale has not occurred within three months after receiptor all 
S'- i K M ^oao^alenal breach haioccurred <and not been cured or commencement of cure has not occurred within 90 days after 

notice of such material breach) and 90 days in the case where an involuntary bankruptcy petition has been filed (and not been dismissed) In 
ff™'na '°r'S availab,e 10 Otsuka upon 30 days notice m the event that the Company were to challenge Otsuka's patent rights or, on a market-by-market 
reS ^y righteToy/^lTffYm* 3 P d'reCt competIt,on with ABILIFY*. Upon termination or expiration of the alliance, the Companies not 

The Company recorded total revenue for ABILIFY* of $1,660 million in 2007, $1,282 million in 2006 and $912 million in 2005 Total miW<w 
payments made to Otsuka underthe agreement through 2007 were $217 million, of which $157 million wase^ensed asSri to-proce^ r^h Ond 
Hflnf • P"11"?1 waa capitalized m other intangible assets and is amortized into cost of products sold over the remaining 
hfe of the agreement mtbeU.S., ranging from 8 to 11 years. The Company amortized in cost of products sold $6 million in each of2007 2006 and 2(H)f 
The unamortized capitalized payment balance was $29 million and $35 million as of December 31,2007 and 2006, respectively. 

For further discussion of the Company's strategic alliance with Otsuka, see "Item 8. Financial Statements—Note 2. Alliances and Investments." 

19 9«/JSte,ri^ch,he Co™pany purchased 14.4 million shares of ImClone for $70 per share, or $1,007 million, which represented approximately 
hfnnha™^, 1 shares outstanding just prior to the Company s commencement of a public tender offer for those ImClone shares ImClone is a 
biopharmaceutical company focused on developing targeted cancer treatments, which include growth factor blockers, cancer vaccines and 
anti angiogenesis therapeutics. The equity investment in ImClone is part of a strategic agreement between the Company and ImClone that also included a 
SgsTb^on" The'companyXPirm8 WSeptember 2018 for the "development and copromotion of ERBITUX*, for a series of payments originally 
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8 ™Ieston5 Payment °f $200 milKon in 2001. In 2002, the agreement with ImClone was revised to reduce the total payments to $900 million 

from $1 billion. In accordance with the agreement, the Company paid ImClone $140 million in 2002, $60 million in 2003 $250 million in 2004 and $250 
milhon in die first quarter of2006. The 2004 payment was made upon the approval by the FDA of ̂ LA foS 

TT' •th h EGFR-^^"g. mCRC who ire refractoiy to irinotecan-basJche^therapy andfor LTasingkaT^t in 
upo^TaDDrovafofERBm^fo^SnTh' 1?^ w,hofare mtolerant'° mnotecan-based chemotherapy. The 2006 milestone payment wl made 

ThJ ^ treatment of squamous cell carcinoma of the head and neck in combination with radiation or as 
T 7 I eodevelopment and copromotion nghts in Canada and Japan to the extent the product is commercialized in such 

countries. Under the agreement, coveting North America, ImClone receives a distribution fee based on a flat rate of 39% of net sales in North America The 
Company purchases all of its commercial requirements for bulk ERBITUX* from ImClone at a price equal to ImCWs rn^fSng co« pte 10»X 

j n copromotion rights to ERBITUX* with Merck KGaA in Japan under a codevelopment and cocommercialization agreement 
signed m October 2007 among BMS, BMKK, E.R. Squibb & Sons, LLC, ImClone, Merck KGaA and MerckTp^ 
aXan'ced cd^ml ca^ery ImCIone submitted m Februaly 2007 an application to the PMDA for the use of ERBITUX* in treating patients with 

The Company accounts for the $500 million total approval milestones paid in 2004 and 2006 as license acquisitions and amortizes the navments into 
the cost of products rold over the remaining term of the agreement, which raids in 2018. The Company amortized into cost of products sold $38 mfflion $34 
m. lion and $17 million for 2007,2006 and 2005, respectively. The unamortized portion of the approval payments rrecorded in^ intlmmble isete it 
in the consolidated balance sheet and was $397 million and $435 million as of December 31,2007 and 2006, respectively. ' 

eqUity Sh8re, * .I1mClone's net inc<"ne or loss by eliminating from ImClone's results the milestone revenue ImClone 
recognized for the $400 million m pre-approval milestone payments made by the Company from 2001 throueh 2003 The Comnanv recorder! net income or 
$7 million and $43 million in 2007 and 2006, respectively, "and net loss of $5million nMXsharTof 
mBmrewtm .^sult? " cqmtym net income of affiliates in the consolidated statement of earnings. The Company recorded net sales for 
ERBITUX* of $692 million m 2007, $652 million in 2006 and $413 million in 2005. company recoroen nei sales tor 

.... The Company's recorded investment and the market value of its holdings in ImClone common stock was $114 million and approximatelv $619 
^r!lHs° ?44 miufe6"! 'firm resP®ctl^ely>and $>09 million and approximately $385 million as of December 31,2006, respectively. The Company 

w ™ shares of ImClone stock, representing approximately 17% of ImClone's shares outstanding at December 31 2007 and 2006 On^per 
stoe basrs,the carrying value of the ImClone investment and the closing market price of the ImClone shares as of December 31 2007 were $7 92 and 
$43.00, respectively, compared to $7.59 and $26.76, respectively, as of December 31,2006. "ecemoer J i, zuu / were j /.yz and 

"" V"bll"y "*•U[»" "-""""i™ « "piralion »f0« ««, 

During 2004 and through May 2005, McKesson Corporation (McKesson), one of the Company's wholesalers provided warehouses nackino and 
shipping services for ERBITUX*. McKesson held ERBITUX* inventory on consignment and, under the Com^sT^™ 
arrnnni ^ rey.®nue inventory was shipped by McKesson to the end-users. McKesson also held inventories of ERBITUX*'for its own 
an$ MnkVc'T divestiture of Oncology^Therapeutics Network in May 2005, the Company discontinued the consignment a~ment ̂ h McKesso7 
and McKesson no longer held inventories for its own account. Thereafter, the Company sold ERBITUX* to intermediaries (such as wholesalers and 
specia oncology distributors) and shipprai ERBITUX* directly to the end-users of the product who are the customers of thore intemedTariS Betinninv 
^eTmmwnv7iwni7pe Company began expanding its distribution model to include wholesalers and distributors who hold ERBITUX* inventory!^ 
The Company recognizes revenue upon such shipment consistent with its revenue recognition policy. 

For further discussion of the Company's strategic alliance with ImClone, see "Item 8. Financial Statements—Note 2. Alliances and Investments." 
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aioint J-enture l? develoP and commercialize a fixed-dose combination of the Company's 
Ihth •. *t, r 7 f .77,.,^ (emtncitabme and tenofovir disoproxil fumarate) m the U.S. In July 2006, the FDA granted approval of ATRIPLA* 
daihfFi ^,ghly ,ctlve Aniucboviral Therapy treatment product for HIV available in the U.S. in a fixed-dose combination taken once ' 
dailyFixed-dose combinations contain multiple medicines formulated together and may help simplify HTV therapy for patients and nmviders fiuideimec 
th^nreferred non-NNRTT-Ssed treatment i^uman. Se^ces U* the conation of ei&iciSbin.? tl^d^S dSS tne preterred non NNRTI-based treatments for use m appropriate patients that have never taken anti-HIV medicines before In Sentemher onrv; the 
companies amended them agreements to commercialize ATRIPLA* in Canada. ATRIPLA* was approved ScS'inSto 2007 ̂  the 
European Commission m December 2007 for commercialization in the 27 countries of the EU, as well as Norway and Iceland. 

The Company andi Gilead share responsibility for commercializing ATRIPLA* in the U.S., Canada, throughout the EU and certain other F.irnnean 
ATRIPLA* re^n^sTthe U S cZl^id"1^ f sal^rePre^ntativeljn s"PPort of promotional efforts for ATRIPLA*. Gilead records 100% of 

the en,d d̂eS,oH°r.Ij-dateS ̂  venture in their operating results and the Company accounts for its participation in the joint venture under 
MmlnffsThe rec?rdflts shaiJ of the joint venture results m equity in net income of affiliates in the consolidated statement of 
earnings. The Company recorded an equity loss on the joint venture with Gilead of $9 million in 2007, $6 million in 2006 and $4 million in 2005. 

, , TIhe,Jv°mt ventol6 between the Company and Gilead will continue until terminated by mutual agreement of the parties or otherwise as described 
derirahle d even a ™atena'breacl? by one party, the non-breaching party may terminate the joint venture only if both parties agree that it is both 
of WTCTIVA P .,, wlttjdra?v t5e combination product from the markets where it is commercialized. At such time as one or more generic versions 
nmdnrt hnth ?c ^ ?e ' G'lead wU have the "ghtt0 terminate the joint venture and thereby acquire all the rights to the combination 
of bulk efevirenz hi ATOP LA ™^d'oth«wise retoins ESri^ite'to^JSTlVA'yeatS t0 rece've a pccotege of the net sales based on the contribution 

For further discussion of the Company's strategic alliance with Gilead, see "Item 8. Financial Statements-Note 2. Alliances and Investments." 

Investigational Compounds Under Develonment 

MfidaiSS In 2004, the Company entered into a worldwide collaboration and share purchase agreement with Medarex to codeveloo and conromote 
Bnt-b°dy in PhaSe 111 deve!°Pmem for treatment of metastatic melanoma.T a^ememlecam^ST 

January 2005 after the companies received certain governmental clearances and approvals, and the receipt of consent from the U S Public Health Service nf 
die sublicense to the Company of Medarex's rights to MDX-1379 (gplOO), a vaccine that is being taSS?with^SSbThfroT 
Tto'CukMl!«''SSSXStS^tUSS!^"" MDX"B" "" """"" »' I""""S * metaom 

,°/Van°US re?ulS and sales-related stages. The Company and Medarex will also share in future developmem Simm^ciaSn^costs 
Medarex could receive up to $205 million if all regulatory milestones are met, and up to $275 million in sales-related milestones Medarex will have an 
L P S ; ° r o S t o a p 1 0 ' 4 5 % l ° f 1 ^ ^ ' h e l C O m p a n y : i n ' C o m p a n y  w i V r e U t e ^ e T ^ ^ ^  



afaeme"t ^ith Medarex does not expire unless and until one of the following events occurs: (1) the Company voluntarily terminates the 

n£S^t« Jh M ^,0r °n 3 ^n^by-countty basis by providing Medarex with six months prior written notice; (2) the Company voluntarilv 
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AstraZeneca In January 2007, the Company entered into two worldwide (except for Japan) codeveiopment and cocommercialization agreements with 

AstraZeneca, one for the codeveiopment and cocommercialization of saxagliptin, a DPP-IV inhibitor (Saxagliptin Agreement), and one for the 
codeveiopment and cocommercialization of dapagliflozin, a SGLT2 inhibitor (SGLT2 Agreement). Both compounds are being studied for the treatment of 
diabetes and were discovered by the Company. Under the terms of the agreements, the Company received from AstraZeneca an upfront payment of $ 100 
million in January 2007, which was defened and is being recognized over the life of the agreements into other income. The Company amortized into other 
income $7 million in 2007. The unamortized portion of foe upfront payment was $93 million as of December 31,2007. Milestone payments are expected to 
be received by the Company upon foe successful achievement of various development and regulatory events, as well as sales-related milestones. Under foe 
Saxagliptin Agreement, foe Company could receive up to $300 million if all development and regulatory milestones are met and up to an additional $300 
million if all sales-based milestones are met Under foe SGLT2 Agreement, the Company could receive up to $350 million if all development and 
regulatory milestones are met and up to an additional $300 million if all sales-based milestones are met. Under each agreement foe Company and 
AstraZeneca also share in future development and commercialization costs. The majority of development costs under foe initial development plans through 
2009 will be paid by AstraZeneca and any additional development costs will generally be shared equally. The Company records in research and 
development expenses saxagliptin and dapagliflozin development costs net of its alliance partner's share. Under each agreement, foe two companies will 
jointly develop foe clinical and marketing strategy and share commercialization expenses and profits/losses equally on a global basis, excluding Japan, and 
the Company will manufacture both products and, with certain limited exceptions, record net sales. 

Pfizer In April 2007, foe Company and Pfizer entered into a worldwide codeveiopment and cocommercialization agreement for apixaban, an 
anticoagulant discovered by foe Company being studied for foe prevention and treatment of a broad range of venous and arterial thrombotic conditions. In 
accordance with the terms of foe agreement, Pfizer made an upfront payment of $250 million to foe Company in May 2007, which was deferred and is being 
recognized over the life of foe agreement into other income. In December 2007, foe Company and Pfizer agreed to include Japan in foe worldwide 
agreement Pfizer made an upfront payment of $40 million in December 2007, which was deferred and is being recognized over foe life of foe agreement 
into other income. The Company amortized into other income $11 million in 2007. The unamortized portion of the upfront payments was $279 million as of 
December 31,2007. Pfizer will fund 60% of all development costs effective January 1,2007 going forward, and the Company will fund 40%. The Company 
records in research and development expenses apixaban development costs net of its alliance partner's share. The Company may also receive additional 
payments of up to $780 million from Pfizer based on development and regulatory milestones. The companies will jointly develop the clinical and marketing 
strategy of apixaban, and will share commercialization expenses and profits/losses equally on a global basis. 

For further information on alliances relating to products under development and drug discovery, see "—Research and Development" below. 

HEALTH CARE GROUP 
Nutritionals Segment 

The Nutritionals segment, through Mead Johnson, manufactures, markets, distributes and sells infant formulas and other nutritional products, 
including the entire line of ENFAMIL products. The ENFAMIL LIPIL product is the first infant formula in the U.S. to contain foe nutrients 
docosahexaenoic acid (DHA) and arachidonic acid (ARA). Also naturally found in breast milk, DHA and ARA are believed to support infant brain and eye 
development The Company obtains these nutrients from a sole provider pursuant to a non-exclusive worldwide license and supply agreement. The supply 
agreement, in force until at least 2011, provides no firm guarantee of supply and pricing is subject to change pursuant to a pricing formula. The license 
expires beginning in 2024 on a country-by-country basis 25 years after the Company commenced sales in a country. 

The Company's Nutritionals products are generally sold by wholesalers and retailers and are promoted primarily to health care professionals. The 
Company also promotes Nutritionals products directly to consumers worldwide through advertising. The Company manufactures these products in the U.S. 
and in five foreign countries. Nutritionals sales accounted for 13% of foe Company's sales in 2007,14% of foe Company's sales in 2006 and 12% of the 
Company's sales in 2005. U.S. Nutritionals sales accounted for 44%, 46% and 49% of total Nutritionals sales in 2007,2006 and 2005, respectively, while 
international Nutritionals sales accounted for 56%, 54% and 51% of total Nutritionals sales in 2007,2006 and 2005, respectively. Approximately one-half 
of U.S. gross sales of infant formula are subject to rebates issued under the Women, Infants and Children (WIC) program. Sales subject to WIC rebates have 
much lower margins than those of non-WIC program sales. 
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Key Nutritionals product lines and their sales are as follows: 

Dollan inMillions 
Infant Formulas. _ - _ _ 
, — ENEAMIL_. . __ _ 
Toddler/Children's Nutritionals 

ENFAGROW 

2M7 
-$lr786 

1,082 
693 
295 

inn* 
$ 1,637 

1,007 
. 606 

262 

2005 . 
$1,576 

992 
529 
206 

2007... 2006... Ml* 
$U5S $1,048 $992 

594 . 554 550 
488 441 416 

ConvaTec Segment 

NATlj^,<^R^T^S^EM^QUACTL^DuS?EI^Md FLE7G-SEAL ^esenrnd'1 ^ T p^u^'Principal brands of ConvaTec include 
professions and medical supplied ^eC^Xmainl^ marketed worldwide, primarily to hospitals, medical 
The Company manufactures these products in the U.S., the UK and the Dominican Republic ^ 6 through vanous distributors around the world. 

in ta 2006 and 5% of the Company's sales 
ConvaTec sales accounted for 68%, 67% and 69% of total ConvaTec sales in 200^20% and MO^ respectively, while international 

ConvaTec sales by business and key products are as follows: 

Dollars is Millions 
ConvaTee ~ 

Ostomy 
Wound Therapeutics 

Productivity Transformation Initiative 

** Part,°fthe P™10^ announced three-year Productivity 
achieve $ 1J billion in annual cost savings and cost avoidance on a pre-tax basis bv 2(flITis ft "Mnufacturing. The initiative, which is on track to 
and flexible next generation biopharmacfutical cSe^risf P ^ t0 ** Companys strategy to become a more nimble 

procesSdt'S standardizing and outsourcing, where appropriate, 
and enhancing profitability, simplifying its geographic footprint andhnplementinv a 6lobal manufacturing network while eliminating complexity 
include reducing the number of braids in the*K a n V s Z t o e o r a d u c t s m o d e L  S p e c i f i c  P r o d u c t i v i t y  g o a l s  
manufacturing facilities by more than 50 pZZTtoe enTKotd2007 "J* 2011' reduci"g,he number of 
Some positions have been eliminated in 2007, although the substantial majorityof i-appiD^8t^o Percent between 2007 and 2010. 
announced the impending closure of several manufactin! SSiS^ £S££Xj££ SXaitS ta 

incurred in 2007aZap]ZxiZtdy'l^mfllion wpectS to^elrw^d^OOS^rult'9 fr"t0 $1-' biuion on a pre-tax basis, with $292 million 
with certainty and will be affected bytheSSpring°,^eCOrd™g ?fthe char8es eannot be predicted 
(GAAP), among other factors. triggering events tor expense recognition under U.S. Generally Accepted Accounting Principles 
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Sources and Availability of Raw Materials 

marke^someSS Co™ ptXsTstfmw foJ'he P^on of the Company's products in the open 
specified in the Company's product registrations thereby reauirme the romnnnwlf^hf supplies from a single source, which in certain circumstances is 
Company attempts, impossible, the ComLnv ih^.th raw,matenals and supplies from that particular source. The 
For further discussion of sourcing, see "-Manufacturing and Quality Assurance*" beiow aSfdSSTpS^S^'^ 

Manufacturing and Quality Assurance 

ad êH^HS 

The Company expects to submit the site 1* regulatory approval in 2010. Commercial product! WbTologTiom^ S'atod 

PLAVK* VILIFY*  ' u C t U r e ; 0 r  ^ S X S ?  w i t h  a c t i v e  i n 8 r e d i e n t e  n e c ^ a r y  f o r  i t  t o  m a n u f a c t u r e  c e r t a i n  p r o d u c t s ,  i n c l u d i n g  
supply of these products th . the SUSTIVA franchise, ORENCIA*, PRAVACHOL, COUMADIN and TAXOL® (paclitaxel). To maintain a stable 

» t"" " "?*• *  ̂<* 
heightened processing requirements for biologies the Cornnanv's hiirinp«e^Xfnrmgovernment regulations for manufacturing pharmaceuticals or meet the 
Company o?any of ite thfrd-p^suppl^ *nd ProusPects «»M,»* negatively impacted. Additionally, if the 
manufacturing for regulatory reasons, the Company could experience an interninHon'i^fm'i r""Panned increases in demand or suspension of 
could be resumed or expanded. erruption in supply of certain products or product shortages until production 

circumstMc^^he Comp^y^s'meredlnto^gre^enU undeTwWi^htoe'commmvT'5 C°T .̂' pr0duC,S' °rcerta"> <*>-
liabilities that could arise from the Company's frS to supnlv ^ch ^ SUp.Fy such products to third parties. In addition to 

development, purchasing, facilities planning manufacturing and distribution Tto. Tom ". Company s operations, including research and 
and integrity of techni off^informationTd proSn^eleT d'StnbUtIOn-The Compa*y raamtalns qoahty-assurance procedures relating to the quality 
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ST- JT*'"d:'"""?•«-»«-. »ca«xu, 

SS2tî 5ff5S!!3'*  ̂TO î SS3S?£S C&'sass KS" 
dyses. Quality control is provided by business unit/site quality assurance groups that mnmW existing 
y the Company, its subsidiaries and third-uartv surmliers F momior existing 

or a combination of these along with other analyses, yuamy control is provided by business unit/site oil 
manufacturing procedures and systems used by the Company, its subsidiaries and third-party suppliers. 

Intellectual Property and Product Exclusivity 

d e v e l o p e d  £ £ ? ? £ £ £ • £ £ £ £  fn alt ^T"8 * products- Company has also 
other intellectual property rights to be of material value and acts to protect these rightefrom infri^gemmt protectlon of lts patent- trademark, license and 

there can often be very substantial and rapid declines in the product's sales The rate^ftMc iwnfjSenanc versions of a Product are approved and marketed, 

ten ,ssr» £Ss s sssar̂ c îssssss  ̂ss ™w. «•«» 
pharmaceutical formulations, drug delivery mSha^smsMd J.cP^gredle?t(s). various uses of a drug product, 
products extends for varying periods in accordance with the expiration dates of natents in SL manufacture of products. Protection for individual 
vary from country to counhy ̂ depends upon the tW^^P^Mk^^K^^^rwera^Mtftfe av^laWlity'ofmeaidngftin^aj'^^d^es ta the'country.a'S° 

incentSl ̂ Sp^ M-y developed countries provide certain non-patent 
new drug during which the regulatoiTagww my Slv mLn'L S fc, PrOVK,e for 3 mm,lmum Period °f time after the approval of a 
property rights Ire also availaESrtKK Styes for STon tw !S^ «>py. Regulatory intellectual 
pediatric patients. mcennves ior research on new indications, on orphan drugs and on medicines useful in treating 

drug S rSSoZ *°t C°mpaDy P°ssess and ca" be particularly important when a 
expiration of regulatory data exclusivity on the basis ofthe competitor's own safety andeScaw'tbta^hJ H ' fr°m ^'T8 r®SuIatoiy approval prior to the marketed by the innovator. competitor s own satety and efficacy data on its drag, even when that drag is identical to that 

marke^xclus^^for an^Tthe Colnpany^produc'^^it^ce^^ntv^^canse ofttfr°dUCt1on a,cas^y-case basis. It is not possible to predict the length o 
and inherent uncertainties concerning patent litigation There can be^no assurance fhatTP m. ctl°" between patent and regulatory forms of exclusivity 

*-%2X££2E£Sr3ZZl~m mraM 

important products are sold under trademarks that «^£taed inthe ^ ̂0rldwide' a" of,he Company's 
countries as long as used; in other countries, as long as ragiste^.'^ «—» - some 

rales in marketsrepr«OTt!ng f<>r pha™aceatica^ vary from country to country. The following summarizes key exclusivity 

United States 

"PpIi«*ETO^^ ®« C07let-et f-fety and efficacy data to the FDA. The type of 
a chemical, the company files a New Drag Aoolication (NDA1 if the md' • • biological product (a large molecule). If the innovative pharmaceutical is 
regulatory Exclusivity rights °mg Appl,catl°n ^DA)-Ifthe "ledrcine15 a b.olog.cal product, a BLA is filed. The type of application filed affecte 

of 
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SCek^g !° *?unc'1 a g®0®"® substitute of a chemical innovative drug in the U.S. must file an aNDA with the FDA In the aNDA the 

S^S'SSnd?.""™ ,he ""™vtd "DA"™! 'KDA ">»""« 

or for anew mdicahon on the basis of new clinical trials, receives three yearn of data protection.^FMyaNDAfoafisd^3d^ai O^hl ̂  

which is a drug that gams an indication for treatment of a condition that occurs only rarely in the U S can receive seven vears of exclusivity for the omhan 

indication. During this time period, neither NDAs nor aNDAs for the same drug pmduct caL be awro^ ** 6 0n>han 

, JLii.._^f?Une aSlgnlfi,Canft ofpalent Ufe can,be Iost Aoing to® time it takes to obtain regulatory approval, the innovator can extend one patent to 

!^°1 -U 'nn°vator f°r los'.Patent tenn>at least m part- More specifically, the innovator may identify one patent which claims the product or its 

approved method of use, and, depending on a number of factors, may extend the expiration date of that patent. There are two limits to these extensions 

tlSd^ofMM^^r Palent ^ eXtended 15 five years' and second>the extension cannot cause the patent to be in effect for more than 14 years from 

"***> "»•-«««' »• PDA coppfcM flJJSH, 

Currently generic versions of biological products cannot be approved under U.S. law. However, the law could change in the future Even in the 

nrXfcll7f.1,eg,hlatl0n' the/?A iS^ne StT toward a"0Wmg generic versions of certain biologirCompeti^ 

are more costfy foiffoo^ Cha"engeS °f bi°l0gicS manufa^g. which involves more complex processes and 

providecfby US. C^0 inn0VatiVe ^ are also covered by Paten,s held * NDA sponsor beyond the minimum period of regulatory exclusivity 

The innovator company is required to list certain of its patents covering the medicine with the FDA in what is commonlv known as the Oranve Rook 

^t'fr,teft challenge> the roA caaft approve an aNDA until after the innovator's listed patents expire. However after the innovator has ' marketed ^ product for four years, a generic manufacturer may file an aNDA and allege that one or more of the patents listed in foe OranLX^k unde^n 

X2rlVdD,A 1S,or no' mfringed. This allegation is commonly known* a "Paragraph IV certffiE^ dedde 
whether to file a patent infnngement suit against foe generic manufacturer. If one or more of foe NDA-listed patents are successfully challenged or if the 

t0 S"e'the- fif P^graph IV certification (or first filere if more foanlegene^^^ 

penod of market exclusivity against all other genenc manufacturers. From time to time, aNDAs, including Paragraph IV certifications are filed with respect 

In foe U.S., the increased likelihood of generic challenges to innovators' intellectual property has increased foe risk of loss of innovators' market 

exclusivity. First, generic companies have increasingly sought to challenge innovators' basic pateris clvlring ,̂  

discussion of one such litrgation related to patent challenges by generic companies, see "Item 8. Financial Statements—Note 22 Tril Proceedings and 

aWMtoof^nlnnnvamy Legation, and "—Other Intellectual Property Litigation." Second, statutory and regulatory provisions in foe U.S limit foe 

considprino t company to prevent genenc drugs from being approved and launched while patent litigation is ongoing Third the FDA is actively 

ccmsiderrag ways to expand the use of a regulatory mechanism that allows for regulatory approval of drugs that are similar to (but not generic copies of! 

Zfo Of rnS 0n extensive data than is required for a full NDA. As a result of all of fo^^e^Ss.itfanot^^Se tSict foe 
length of market exclusivity for a particular Company product with certainty based solely on the expiration of the relevant oatentfsl orthe current forme of 

regulatory exclusivity. For more information about new legislation, see "-Government LgutoioS£rice ConSS'betow } 
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European Union 

o«,tr!,i^.C^l?!^aCieUtiCal kpla,ion ; ̂ EU has an impact on the procedures for authorization of pharmaceutical products in the EU under both the 

™ T°TT Proce<^- h Particular, the legislation contains new data protection provisions.All p^cte (rmrtLT^vS® 

they have been approved under the centralized or the mutual recognition procedures) will be subject to an "8+2+1" regime. Eight vears after the innovator 

^fh?h"hefi'h authorization for a medicinal product, a generic company may file a marketing authorization application for that product 

with the health authorities. However, the generic company may not commercialize the product until after either 10 or 11 vears have elansed fromS^fUitiai 

^S^Ttl°n *£& to1the,innovat°r- ^ P°ssibIe o«^ycar extension is available if the taovte£ 

fn additional indication that is of significant clinical benefit in comparison with existing treatments Thereisa taSStioraJ ^vision 

fegisladorFoM^n^nmA?rtcr^«rem?ltS' a, v Pr0,vlsl°ns w>n apply as new marketing authorization applications are submitted under the new 

Pr°duc,tsnthat continue to be covered under the old law, there is a 10-year period of date protection under the cTnUuIizedor^edures 

°r yfarS er the1mutua] recognition procedure (depending on the member state). Regardless of the procedure usedtoobtain 
approval, a company then must obtam pricing and reimbursement for the pharmaceutical product which is typically subject to 

member state law. The pricing and reimbursement procedure can take months and sometimes years to obtain W V J 

al„. Pharmaceutical products tee generally enforceable in the EU. However, in contrast to the U.S., patents are not listed with regulatory 

^CO?ICS can approved after data protection expires, regardless of whether the innovator holds patents covering its drug ThmPrt is 

9wtem h^ an^n^,>f may 5® se?km8.t<? enforce its patents against a generic competitor that is already marketing its product. Also the European patent 

A ? procedure m which generic manufacturers may challenge the validity of patents covering innovator products within nin^months of 

Japan 

expirations. As m the U.S., patents in Japan may be extended to compensate for the patent term lost during the regulatory Liewprocess P 

exclusivity6116"1'JapaneSe IaW treatS chemically-synthesized and biologically-derived drags the same with respect to intellectual property and market 

Rest of World 

Marketing, Distribution and Customers 

general advertising to educate the public about its innovative medical research. For a discussion of the regulation of promotion and marWmJnf 
pharmaceuticals, see "—Government Regulation and Price Constraints" below. regulation 01 promotion and marketing of 

nmf«I^?'-r?e^0mpany 'S ̂  and marketin8 organizations, the Company explains the approved uses and advantages of its products to medical 
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thp ?ene1fits .°f,ts Promts. Marketing of prescription pharmaceuticals is limited to the approved uses of the particular product, but 
iSli T? continues; to develop information about its products and provides such information in response to unsolicited inquiries from doctors and other 

raust complete clinical trials required by regulatory authorities to show they are safe and effective for treating one or more 
medical problrans. A manufacturer may choose, however, to undertake additional studies, including comparative clinical trials with competitive products to 

°fafmP°Td- Those stages can ^ costly and take years to complete, and the Ss^re JJ^inTSgtee'' 
m j o r ^ S e t o g  d ^ t " g ^ e n  *  " * * *  ̂  a d d i t i ° n a l  ̂  ^  ^  ^  3 1 6  s u c h  s t a d i e s  c a n h a v e  a  

c,™, ^Company's operations include several pharmaceutical marketing and sales organizations. Each organization markets a distinct group of products 
wh?nth asaeS| C,e ^,s typtcally bared on particular therapeutic areas or physician groups. These sales forces often focus on sellingnew products when they are introduced, and promotion to physicians is increasingly targeted at specialists tmd high value primary care physicians P 

. .,The Company's prescription pharmaceutical products are sold principally to wholesalers, but the Company also sells directlv to distributors retailers 
^ribwlSCanH1<A' goVemn,e"t a8enc'es and pharmacies. In 2007, sales to three pharmaceutical wholesalers in the U.S., McKesson, Cardinal Health Inc ' 
torafnet Ed«^Bergen Cotporahon (.AmensourceBergen) accounted for approximately 19%, 16% and 12%, respectively, of the Company;s 
total net sales In 2006,sales to McKesson, Cardinal and AmerisouiceBergen accounted for approximately 19%, 16% and 11% respectively of the 
£TPany s ° ne!sa s' n • 68t0 McKesson, Cardinal and AmerisourceBergen accounted for approximately 21 % 18% and 12% respectively of 
the Company's total net sales. Sales to these U.S. wholesalers were concentrated in the Pharmaceuticals segmenT respectively, of 

Company's U.S. Pharmaceuticals business, through the Inventory Management Agreements (IMAs), has arrangements with substantially all of its 
direct wholesaler and distributor customers that allow the Company to monitor U.S. wholesaler inventory levels and require those wholesalers to maintain 
!".Ve"..^. e • ^ n° m0re one month of their demand. The IMAs have a two-year term, through December 31,2009, subject to certain ici uiinaUOD provisions. 

The Company sells ERBITUX* to intermediaries (such as wholesalers and specialty oncology distributors) and ships ERBITUX* directlv to the end 
intermediaries. The Company aire sens ERBlfOx* in the U.S. to other whoSers Sffiora 

who then hold ERBITUX inventory. The Company recognizes revenue upon such shipment consistent with its revenue recognition policy. 

For information on sales and marketing of Nutritionals and ConvaTec products, see "—Nutritionals Segment" and ConvaTec Segment" above. 

Competition 

product categories antTbuslness groupT' C°mPeteS "" genera"y br03d~based 30(1 highly comPe,ltive-The P^cipal means of competition vary among 

The: Company's.Pharmaceuticals segment competes with other worldwide research-based drug companies, many smaller research comnanies with 

^nii?rl tePH ^fPefftlC/MUS ST51C ^1 m.anufacturers. Important competitive factors include product efficacy, safety and ease of use, price and demonstrated cost-Teffectiveness, marketing effectiveness, product labeling, service and research and development of new products and processes. Sales of 
die Company s products can be impacted by new studies that indicate a competitor's product has greater efficacy for treating a disease or particular form of 
disease than one of the Company's products. The Company's sales also can be impacted by additionallabeE f°™ °f 

lm?osed on Us products by the FDA or by similar regulatory agencies in different countries. If competitors introduce new products 
both therapeutic or cost advantages, the Company s products can be subject to progressive price reductions or decreased volume of sales, or 

but akI°rn^C^HSv5nflLCc°mPete for baSin,lSS ™ithfMCOs ?ld PB^S>the Company must often demonstrate that its products offer not only medical benefits 
but also cost advantages as compared with other forms of care. Most new products that the Company introduces must compete with other products alreadv 
on the market or products that are later developed by competitors. Manufacturers of generic pharmaceuticals typically invest far less in research and 
wh'Ji!TbiTdld"1 ^ pharmaceutical companies and therefore can price their products significantly lower than branded products Accoidingly 

I SK pr°^j°s"! m- ' fxcsivity! " "onnally faces mtense price competition from generic forms of the product. In certain countries 
nroduct h°n 'S We? nonex^tem andthe Company must compete with generic versions shortly after it launches its innovative 

, 8 u pharmaceutical companies may introduce a generic product before exclusivity has expired, and before the resolution of any related patent litigation. For a discussion of the genenc launch of a clopidogrel bisulfate product that competes with PLA VIX* see "Item 8 Financial 
Statements—Note 22. Legal Proceedings and Contingencies—PLA VIX* Litigation." ' 8" financ,al 
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Managed Care Organizations 

Generic Competition 

manufMturere!upon f̂lie ̂ S'̂ HolsXato excfuS/r— X V"4 l° 3 T "V* is from generic pharmaceutical 

---sss5^^dss&*jG '̂,s^^3^^^^^sss îrs^5sr̂ sss-s- •—is «•» 

aB^«=ŝ «ssss33s-S5Sis= 

îS£5£3sss;Ml'~ 
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Research and Development 

The Company invests heavily in research and development because it believes it is critical to its long-term competitiveness. Bristol-Myers Squibb 
Pharmaceutical Research and Development has major facilities in Princeton, Hopewell and New Brunswick, New Jersey and Wailingford, Connecticut 
Pharmaceutical research and development is also earned out at vanous other facilities in the U.S. and in Belgium, Canada, the UK and India Management 
^ve"opme°mm e p' lnnovatIon> productivity and quality as strategies for success in Bristol-Myers Squibb Pharmaceutical Research and 

^ .,The^onJPany sPent $3,282 million in 2007, $2,991 million in 2006 and $2,678 million in 2005 on Company-sponsored research and development 
activities. TheCompany-^ponsored pharmaceutical research and development spending includes certain payments under third-party collaborations and 
contracts. At the end of2007, the Company employed approximately 8,200 people in research and development throughout the Company, including a 
substantial number of physicians, scientists holding graduate or postgraduate degrees and higher-skilled technical personnel. 

The Company concentrates its pharmaceutical research and development efforts in the following disease areas with significant unmet medical need: 

l to discovering and developing new molecular entities, the Company looks for ways to expand the value of existing products through new uses'and 
formulations that can provide additional benefits to patients. 

. To s^PP'eroent the Company 's internal efforts, the Company collaborates with independent research organizations, including educational institutions 
and research based pharmaceutical and biotechnology companies, and contracts with others for the performance of research in their facilities The 
Company s drug discover program includes many alliances and collaborative agreements. These agreements bring new products into the pipeline or help 
the Company remain on the cutting edge of technology in the search for novel medicines. In drug development, the Company engages the services of 
products"3' p 'medlcal schools and other research organizations worldwide to conduct clinical trials to establish the safety and effectiveness of new 

Drug development is time consuming, expensive and risky. In the development of human health products, industry practice and government 
regulations, in the U.S. and most foreign countries, provide for the determination of effectiveness and safety of new molecular entities through preclinical 
the NDA A FniT^ Befor? a new d^g «nay be mariceted in die U.S., recorded data on preclinical and clinical experience »e included in 
o firA c? '? ,e,~ .for the re9u!red approval. The development of certain other products is also subject to government regulations covering 
safety and efficacy in the U.S. and many foreign countries. There can be no assurance that a compound developed as a result of any program will obtain the 
regulatory approvals necessary for it to be marketed for any particular disease indication. 

On average, only about one in 10,000 chemical compounds discovered by pharmaceutical industry researchers proves to be both medically effective 
and safe enough to become an approved medicine. The process from discovery to regulatory approval typically takes 10 years or longer. Drug 
can fail at any stage of the process, and even late-stage product candidates sometimes fail to receive regulatory approval. The Company believes its 
investments in research, both internally and in collaboration with others, have been rewarded by the number of new pharmaceutical compounds and 
indications it has m all stages of development. 

.. . listed kelow are several investigational compounds that the Company has in the later stages of development. All of these compounds are in Phase III 
clinical trials. Whether or not any of these investigational compounds ultimately becomes one of the Company's marketed products depends on the results 
of preclinical and clinical studies, the competitive landscape of the potential product's market and the manufacturing processes necessary to produce the 
potentia product on a commercial scale among other factors. However, as noted above, there can be no assurance that the Company will seek regulatory 
nSSiwL °i y comP°"nds or to"".lf sucl? approval is sought, it will be obtained. At this stage of development, the Company cannot detennine all 
intellectual property issues or all the patent protection that may, or may not, be available for these investigational compounds. The patent coverage 
highlighted below does not include potential patent term extensions. 

Apixaban Apixaban is an oral Factor Xa inhibitor, which is being developed internally and has recently entered Phase III clinical trials for the 
prevention of thromboembolic disorders. In April 2007, the Company entered into a worldwide agreement with Pfizer for the 
codevelopment and cocommercialization of apixaban. The Company owns an issued U.S. patent covering composition of matter and 
method of use of apixaban that expires m September 2022 (extended to February 2023 via patent term adjustment). 

Saxagliptin Saxagliptin is an oral compound for the potential treatment of diabetes, which was discovered internally and is currently in Phase III 
clinical trials. In January 2007, the Company entered into the Saxagliptin Agreement with AstraZeneca for the codevelopment and 
craommerciahzation of saxagliptin. A patent application covering the composition of matter has been issued and will expire in 2021 in 
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Ipilimumab Ipilimumab which is being codeveloped with Medarex and is cuirently in Phase HI clinical trials, is a monoclonal antibody being 
investigated as an anticancer treatment. It is in a novel class of agents intended to potentiate elements of the immunologic response. The 
Company owns a composition of matter patent that expires in the U.S. in 2016 and has rights to method of use patents owned by Medarex 
mat expire in me U.S. in 2015. The Company also has rights to a Medarex composition of matter patent mat expires in 2020 (extended to 
2022 via patent term adjustment) and pending Medarex patent applications covering composition of matter and method of use of 
ipilimumab. 

Belatacept Belatacept, a biological product, which is being developed internally and is in Phase m clinical trials, is a fusion protein with novel 
immunosuppressive activity targeted at prevention of solid organ transplant rejection. The Company has a composition of matter patent 
that expires in the U.S. in 2021. 

Dapagliflozin Dapagliflozin is an oral compound for me potential treatment of diabetes, which was discovered internally and is cuirently in Phase III 
clinical trials. In January 2007, me Company entered into the SGLT2 Agreement with AstraZeneca for me codevelopment and 
cocommercialization of dapagliflozin. A patent application covering me composition of matter has been issued and will expire in 2020 in 
the U.S. 

In November 2007, me Company and Pierre Fabre Medicament S.A. announced me termination of me license agreement for me development of 
vmflunine, a chemotherapy agent under investigation for me treatment of advanced or metastatic bladder cancer and other tumor types. 

The Company sometimes enters into agreements with respect to its own investigational compounds in order to share me costs and risks of 
development, and in some cases, facilitate their commercialization. These agreements can take many forms, including codevelopment comarketine 
copromotion and/or joint venture arrangements. ' 

• T!"5 ComPany's competitors also devote substantial funds and resources to research and development. In addition, the mnsnlirtarinn that has occurred 
m me pharmaceutical industry has created companies with substantial research and development resources. The extent to which the Company's competitors 
are successful m their research could result in erosion of me sales of its products and unanticipated product obsolescence. 

Government Regulation and Price Constraints 

The pharmaceutical industry is subject to extensive global regulation by regional, country, state and local agencies. The Federal Food, Drug and 
Cosmetic Act (FDC Act), other Federal statutes and regulations, various state statutes and regulations, and laws and regulations of foreign governments 
govern to varying degrees the testing, approval, production, labeling, distribution, post-market surveillance, advertising, dissemination of information and 
promotion 01 tne Company s products. The lengthy process of laboratory and clinical testing, data analysis, manufacturing, development and regulatory 
review necessary for required governmental approvals is extremely costly and can significantly delay product introductions in a given market. Promotion 
marketing, manufacturing and distribution of pharmaceutical products are extensively regulated in all major world markets. In addition, the Company's 
operations are subject to complex Federal, state, local, and foreign environmental and occupational safety laws and regulations. The Company anticipates 
that the laws and regulations affecting the manufacture and sale of current products and the introduction of new products will continue to require substantial 
scientific and technical effort, time, expense and significant capital investment. 

Of particular importance is the FDA in the U.S. It has jurisdiction over virtually all of the Company's businesses and imposes requirements covering 
the testing, safety, effectiveness, manufacturing, labeling, marketing, advertising and post-marketing surveillance of the Company's pharmaceutical 
products. The FDA also regulates most of the Company's Nutritionals and ConvaTec products. In many cases, the FDA's requirements have increased the 
amount of time and money necessary to develop new products and bring them to market in the U.S. 

The Company's pharmaceutical products, as well as the medical device products it sells through its ConvaTec business, are subject to pre-market 
approval requirements in the U.S. New drugs are approved under, and are subject to, the FDC Act and related regulations. Biological drugs are subject to 
both the FDC Act and the Public Health Service Act (PHS Act), and related regulations. Biological drugs are licensed under the PHS Act. Medical devices 
are subject to the FDC Act including Medical Device Amendments. The Company's Nutritionals products are regulated by the FDA, primarily the 
Infant Formula Act of 1980 and its amendments. 



K,,.. „^}5.FI?A man<®a^es be Manufactured, packaged and labeled in conformity with current Good Manufacturing Practices (cGMP) established 
by the FDA. In complying with cGMP regulations, manufacturers must continue to expend time, money and effort in production record keeping and quality 

appllcabIe specifications and other requirements to ensure product safety and efficacy. The FDA periodically 
inspects drug manufacturing facilities to ensure compliance with applicable cGMP requirements. Failure to comply with the statutory ^,^,1,^; 

the manufacturert0 possible legal or regulatoiy action, such as suspension of manufacturing, seizure of product or voluntaryrecall of 
laM^ch^J^Snr3em^rpm? ̂ epS^°f r5' blrep01?l.t0 therFDA and could result M the imposition of market restrictionTtough 
c^erdn^^ if compliance with regulatory requirements is not maintained or if problems 
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The Federal government has extensive enforcement powers over the activities of pharmaceutical and medical device manufacturers, including 

authority to withdraw product approvals, commence actions to seize and prohibit the sale of unapproved or non-complying products, to halt manufacturing 
operations that are not in compliance with cGMPs, and to impose or seek injunctions, voluntary recalls, and civil monetary and criminal penalties. Such a 
restriction or prohibition on sales or withdrawal of approval of products marketed by the Company could materially adversely affect its business, financial 
condition and results of operations and cash flows. The Federal government has similar powers with respect to the manufacturing operations of the 
Nutritionals business. 

Marketing authorization for the Company's products is subject to revocation by the applicable governmental agencies. In addition, modifications or 
enhancements of approved products or changes in manufacturing locations are in many circumstances subject to additional FDA approvals, which may or 
may not be received and which may be subject to a lengthy application process. 

The distribution of pharmaceutical products is subject to the Prescription Drug Marketing Act (PDMA) as part of the FDC Act, which regulates such 
activities at both the Federal and state level. Under the PDMA and its implementing regulations, states are permitted to require registration of manufacturers 
and distributors who provide pharmaceuticals even if such manufacturers or distributors have no place of business within the state. States are also permitted 
to adopt regulations limiting fee distribution of product samples to licensed practitioners. The PDMA also imposes extensive licensing, personnel 
recordkeeping, packaging, quantity, labeling, product handling and facility storage and security requirements intended to prevent fee sale of pharmaceutical 
product samples or other diversions. For discussion of recent settlement of certain investigations of drug pricing and sales and marketing activities, see 
"Item 8. Financial Statements—Note 22. Legal Proceedings and Contingencies." 

The FDA Amendments Act of2007 imposed additional obligations on pharmaceutical companies and delegated more enforcement authority to the 
FDA in the area of drug safety. Key elements of this legislation give fee FDA new authority to (1) require that companies conduct post-marketing safety 
studies of drugs, (2) impose certain drug labeling changes relating to safety, (3) mandate risk mitigation measures such as fee education of healthcare 
providers and fee restricted distribution of medicines, (4) require companies to publicly disclose data from clinical trials and (5) pre-review television 
advertisements. 

The marketing practices of all U.S. pharmaceutical manufacturers are subject to Federal and state health care laws that are used to protect fee integrity 
of government health care programs. The Office of Inspector General of the U.S. Department of Health and Human Services (OIG) oversees compliance 
with applicable Federal laws, in connection wife the payment for products by government funded programs (primarily Medicaid and Medicare). These laws 
include the Federal anti-kickback statute, which criminalizes fee offering of something of value to induce fee recommendation, order or purchase of 
products or services reimbursed under a government health care program. The OIG has issued a series of Guidances to segments of the health care industry, 
including the 2003 Compliance Program Guidance for Pharmaceutical Manufacturers (the OIG Guidance), which includes a recommendation that 
pharmaceutical manufacturers, at a minimum, adhere to the PhRMA Code, a voluntary industry code of marketing practices. The Company subscribes to the 
PhRMA Code, and has implemented a compliance program to address the requirements set forth in fee OIG Guidance and fee Company's compliance wife 
the health care laws. Failure to comply wife these health care laws could subject the Company to administrative and legal proceedings, including actions by 
the state and Federal government agencies. Such actions could result in the imposition of civil and criminal sanctions, which may include fines, penalties 
and injunctive remedies, the impact of which could materially adversely affect fee Company's business, financial condition and results of operations and 
cash flows. 

The Company is also subject to fee jurisdiction of various other Federal and state regulatory and enforcement departments and agencies, such as fee 
Federal Trade Commission, fee Department of Justice and fee Department of Health and Human Services in fee U.S. The Company is also licensed by fee 
U.S. Drag Enforcement Agency to procure and produce controlled substances. The Company is, therefore, subject to possible administrative and legal 
proceedings and actions by those organizations. Such actions may result in fee imposition of civil and criminal sanctions, which may include fines, penalties 
and injunctive or administrative remedies. 

The Company's activities outside fee U.S. are also subject to regulatory requirements governing fee testing, approval, safety, effectiveness, 
manufacturing, labeling and marketing of fee Company's products. These regulatory requirements vary from country to country. In fee EU, there are two 
ways feat a company can obtain marketing authorization for a pharmaceutical product. The first route is the "centralized procedure." This procedure is 
compulsory for certain pharmaceutical products, in particular those using biotechnological processes, but also is available for certain new chemical 
compounds and products. The second route to obtain marketing authorization in fee EU is the "mutual recognition procedure." Applications are made to a 
single member state, and if the member state approves the pharmaceutical product under a national procedure, then the applicant may submit that approval 
to the mutual recognition procedure of some or all other member states. As set forth above, pricing and reimbursement of fee product continues to be the 
subject of member state law. 
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Whether or not FDA approval or approval of the EMEA has been obtained for a product, approval of the product by comparable reeulatorv authorities 

of countries outside of the U.S. or die EU, as the case may be, must be obtained prior to marketing the product in three Sh"approvalrecessmav 
COhnaV°lCOT!y 311(1016 requ,red for aPProval may be longer or shorter than that required in the U.S. Approval in one 

country docs not assure that such product will be approved in another country. 

mm!!1!!!!? °utsidf. 'If U S-> Company operates in an environment of government-mandated, cost-containment programs. Several 
governments have placed restrictions on physician prescription levels and patient reimbursements, emphasized greater use of generic drugs and/or enacted 
across the-board pnce cuts as methods of cost control. Most European countries do not provide market pricing for new medicines except the UK and 
G^many. Pricing freedom ,s limited in the UK by the operation of a profit control plan aid in Germany by the®i^tion®fa 

mS>*C6 s,,gmflcant el,a??'mamly ln France; Spain>Italy and Belgium, m market access for new products, and more than two years can elapse 
become available on some national markets. Additionally, member states of the EU have regularly imposed new or additional cost 

uS^irnn".^^l l?iTa™.!Ce^:'Cai' reCen' years'|taly'for e*amPle. bas imposed mandatory price decreases. The existence of price differentials 
within Europe due to the different national pricing and reimbursement laws leads to significant parallel trade flows. 

«. l3recent years> Congress and some state legislatures have considered a number of proposals and have enacted laws that could effect maior changes in 
the health care system, either nationally or at the state level. Driven in part by budget concerns, Medicaid access and reimbursement restrictions have been 
business 801116 proposed m many others. Similar cost containment issues exist in many foreign countries where the Company does 

Federal and state governments also have pursued direct methods to reduce the cost of drugs for which they pay. The Company Darticioates in state 
nr^6Iai!ietn n2n38ei Programs, as well as certain other qualifying Federal and state government programs whereby discounts and rebates are 

!"tltI6S- Rebat" under Medicaid and related state programs reduced revenues by $ 169 million in 2007, 
W«JPI I VIY*i a<^ $595 million m 2005. The decrease in 2006 as compared to 2005 was primarily due to the exclusivity loss of PRAVACHOL and 
wS^na^Lihfoff^The shift in patient enrollment from Medicaid to Medicare under Medicare Part D also resulted in a decrease in Medicaid rebates 
which was partially offset by a corresponding increase m the Company's managed health care rebates. The Company also participates in prime vendor ' 
programs with government entities, the most_significant of which are the U.S. Department of Defense and the U.S. Department of Veterans Affairs These 
entities receive minimum discounts based off a defined "non-federal average manufacturer price" for purchases. Other prime vendor programs in which the 
ciit^a^Th^r^nnlnv^r^fwwU.H1^60111118. medicines Phased by certain Public Health Service entities and other hospitals meeting certain 
catena. The Company recorded discounts related to the pnme vendor programs of $662 million in 2007, $703 million in 2006 and $1,090 million in 2005. 

hi the U S., governmental cost containment efforts have extended to the federally funded Special Supplemental Nutrition Program for WIC All states 
P'OZ™?.™*baXe smight and obtained rebates from manufacturers of infam formulawhose produc™ SShe progrem AIP 

f'i« h^,? competitive bidding for infant formula contracts, which require the use of specific infant formula products by the state WIC program 
unless a physician requests a non-contract formula for a WIC customer. States participating in the WIC program are required to engage in competitive ' 
bidding or to use other cost containment measures that yield savings equal to or greater than the savings generated by a competitive bidding system Mead 
Johnson participates in this program mid approximately half of its gross U.S. sales are subject to rebates under the WIC program Rebates under the WIC 
program reduced revenues by $848 million m 2007, $872 million in 2006 and $843 million in 2005. program. Keoates under ttie wic 

Operation^ResidtsCof Options*" rebateS 3"d programs'see "Item 7- Management's Discussion and Analysis of Financial Condition and Results of 

Environmental Regulation 

hMm»nThle3Uh'f^^f!5aCllltile^ and.kPeratl0nS are SjbjePt ,0 ex,ensive u-s- and foreign laws and regulations relating to environmental protection and 
human health and safety including those governing discharges of pollutants into the air and water, the use, management and disposal of hazardous 
^dl0af've and biological materialsand wastes and the cleanup of contamination. Pollution controls and permits are required for many of the Company's 
operations, and these permits are subject to modification, renewal or revocation by the issuing authorities. 

r„m. envlronment; hesdth and safely group within the Company monitors operations around the world, providing the Company with an overview of 
sMh^atte^ on'^nw^oni^o^ bverseeing the implementation of Company standards for compliance. The Company also incurs operating and capital costs for 

0?18°mg bafls'1,16 ComPany expended approximately $38 million, $50 million and $45 million on capital environmental projects 
AlthoughtoCompS IXvlsThaThTin ret,WTementS m 2005' 2006 and 2007' «P«tively, and expects to spend approximately $46 million in 2008. 
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substantial compliance with applicable environmental, health and safety requirements and the permits required for its operations, the Company nevertheless 

Company's current and former facilities have been in operation for many years, and, over time, the Company and other operators of 
those facilities have generated, used, stored or disposed of substances or wastes that are considered hazardous under Federal, state and foreign 

!, in- fii Co™/^ "S1Ve Environmental Response, Compensation, and Liability Act (CERCLA). As a result,^he soil and 
T " f-01 ̂  be contaminated, and the Company may be required to make significant expenditures to 

rn^ rL ii r- remediate such contamination, and m some cases to provide compensation and/or restoration for damages to natural resources 
' WTKI'I Ct)mpsny is involved in investigation and remediation at 13 current or former Company facilities. The Company has also been identified as a 
•potentially responsible party (PRP) under applicable laws for environmental conditions at approximately 30 former waste disposal or reprocessing 
facilities operated by third parties at which investigation and/or remediation activities are ongoing. 

Ĵ ttC?™?any m/y h?blll,y und?r CERCLA and other Federal, state and foreign laws for the entire cost of investigation or remediation of 
damaSes> regardless of fault or ownership at the time of the disposal or release. In addition, at certain sites the 

Company bears remediation responsibility pursuant to contract obligations. Generally, at third-party operator sites involving multiple PRPs liability has 
sPP<S'!!1 00 ^ na/ure a*"1 amount of hazardous substances disposed of by each party at the site and the number of 

Com^gencies additional information about these matters, see "Item 8. Financial Statements—Note 22. Legal Proceedings and 

Employees 
The Company employed approximately 42,000 people at December 31,2007. 

In late 2007, the Company undertook a broad range of actions, as part of the previously announced three-year PTI. As part of this multi-vear PTI the 
^ ? a cos'reduction program that includes workforce reductions in some areas and the rationalization of some ' 

facilities. Specific productivity goals include reducing total headcount by approximately 10 percent between 2007 and 2010. 

Some positions have been eliminated in 2007, although the substantial majority of positions will be eliminated in 2008 and 2009 During 2007 the 
7 Pre_t?x barges of $189 million, relating to the termination benefits and other related costs for workforce reductions of approximately 2,800 manufacturing, selling and administrative personnel, across all geographic regions. w y 

Statement^^oted^<Refmacmrteg j.nitiativ€ 311,12007 restructuring activities, see "—Productivity Transformation Initiative" above and "Item 8. Financial 

Foreign Operations 

invnlvJ^i&^^f signifiC?nt operation? outside die U.S. They are conducted both through the Company's subsidiaries and through distributors, and 
involve all three of the same business segments as the Company s U.S. operations —Pharmaceuticals, Nutritionals and ConvaTec. 

tsnn options outside the U.S. of $8.5 billion accounted for 44% of the Company's total revenues in 2007. In 2007, revenues exceeded 
Canad^ qnL Sfv an fp3"1' pa"'ItaI£ and Germany. In 2006, revenues exceeded $500 million in each of France, Japan, 
Cmiada, Spam, Italy and Mexico. In 2005, revenues exceeded $500 million m each of France, Japan, Spain, Canada, Italy and Germany No single country 
r^inLnrv co"?nbuted morerhanlO/o of the Company's total revenues in 2007,2006 or 2005. For a geographic breakdown of net sales, see the tabie 

M Financial Statements—Note 19 Segment Information" and for further discussion of the Company's sales by 
geographic area see Item 7. Management s Discussion and Analysis of Financial Condition and Results of Operations—Geographic Areas." 

n Iinternationa'°Pcrftionsaresubject to certain risks, which are inherent in conducting business abroad, including, but not limited to currency 
fluctuations, possible nationalization °r expropriation, price and exchange controls, counterfeit, limitations on foreign participation in local enterorises and 



?IS?i? of change relative to the U.S. dollar, foreign currency values can increase or reduce the reported dollar value of the 
Company s net assets and results of operations. In 2007, the change in foreign exchange rates had a net favorable impact on the growth rate of revenues 
While the_ Company cannot predict with certainty future changes in foreign exchange rates or the effect they will have on it, the Company attempts to 

« 7 thro^ opwahonaj by„usu?8 various financial instruments. See the discussions under "Item 7A. Quantitative and 
Qualitative Disclosures About Market Risk" and "Item 8. Financial Statements—Note 18. Financial Instruments." 
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Item 1A. RISK FACTORS. 

or credit ratings!wMcTcould t^ng nffi'j!f foeclSipw; ^0*!lp^ny's]>"siness' prospects, financial condition, operating results, 
a. c™^, „ *. co»p.o» =5^£Sza.'i~r^sss g'SoSS^sr1 ^ ̂» 

both wUhindte United Stoles ""1'°?!?*t Co^Pady'sproducts is a major challenge, 
superior performance features or hat are other̂ ^̂ ZXtecZl̂  (0>  ̂products developed by competitors that have lower prices or 
competitors; (Hi) results of clinical stuZrelatedtoZcTva%%Dn̂ 7o7ZLZ??,  ̂!ecbnol??cal "thances and patents attained by 
distributors; and (v) business combinations M problems with licensors, suppliers and 

there can often be very substantial and rapid declines in the product's sales. The rale 7this decl̂ Z '̂Z^̂ Z^ZZL^T "̂'' 

Polool̂ ^̂ ^̂ v̂ yfiwncoun̂ '̂ coun̂ '̂jnsomê countr̂ s'̂ inclSinê bicertain'̂ 6'10'" refflatory forms of exclusivity. The scope of the Company's 
Company's products may not std7becauŝ t̂ ^U™" meJ"ber *<"«*•b™'patentprotectionfor the 
licensors) did notfile in those markets Absent relevant oatent orotertinn fnr n nrSt, L. J certain types of patents and/or the Company (or its 
product can be approved and marketed. In addition prior to the expiration ofdam r̂rh.̂ ni f" ̂ "̂ "y Period expires, generic versions of the 
its own clinical trial data to obtain marketing approval. Manufacturers ofgLerirmZf̂ -̂f competitor could seek regulatory approval by submitting 
expire, and may in some cases launch a generic product before the expiration of the nnr,h>JZt ? l™reasingly seeking to challenge patents before they 
litigation. The length ofmarket exclusivityfor any of the Company's products isimn̂ hlet Patf.nt(s). °"d/or before the final resolution ofpatent 
particular product will enjoy market exclusivity for the full period oftime that appears in theTtimZZtcZZ*̂  PZZ Tx "° """ ° 

J. Business—Competition—Generic Competition " 
Exclusivity" above. exclusivity, see item J. Business-Products and Item I. Business-Intellectual Property and Product 

(Ap°teX) inV°M"S PLA * ongoing. and there is a risk of generic competition 

upholding Invalidity and enforceability '̂ f̂ eV^PatinNndVniTnMinnPLmX n̂ed (Pist?ct co"rt) issued a" opinion and order 
infringed the patent and enjoined Apotex from engaging in any activity that JfrinJZ tĥ ^L \ ,UWAV&0* 1 gene"c clopidogrel bisulfate product 
and there is a risk that the Company couldface PLAVIX*patent infringement lawsuit is still ongoing 
notice of appeal with the U.S. Court of Appeals for the Federal Circuit rffnouH ? other generic pharmaceutical companies. Apotex has filed a 
could face renewed generic competition for PLAVIX* from Apotex promptlythereafter "inV*"} t\ appfa{0ftb*: District court's decision, the Company 

The charitabtecantribution caî jbwardŝ Zî v̂ ngZZtsbê nnSg 'inXm^M ĥ̂ f andchari'able contribution carryforwards, 
expire in varying amounts beginning in 2012. Realization of the foreign tec credit reHa h't fy?'g" CTedl! a"d research tax credit carryforwards 
dependent on generating sufficient domestic Zabktcomi pribZfheî fraLnAtih T "'?" T* charitable contribution carryforwards is 
likely than not that these deferred tax assets will be realized The amount nffZeZ,̂ !t̂ li, reahzat'on u assured, management believes it is more 
carryforwards considered realizable, how ĉMerM ZtCneâ ifPI Tvfy* research tax credit and charitable contribution ' 
If such events occur, the Company may need to record additional valuation allowanctflJain̂ fh n c ftb̂ Te?efred°r additional generic competition. 
PLA VIX* related matters, sJ'Zm 7. Financial Contingfni'es" ""  ̂" disCUSsio" °f 

credits, including corporate bonds. Some of the underlying collZralfZheAR Ĵif̂ ^̂ r̂ '' Canb' insu™nc? securitizations and other structure! 

•he Companŷ eZtrodZ  ̂ ">»*»<• <ĥ  ̂  deleriorale further or 
impairments to Us investment portfolio, which could negatively affel, the Company'ŝ ĉô Ẑf̂ p̂Ẑ  ̂̂ "W 
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alsô ,siSni-ficar" operations outside of the U.S. Revenue from operations outside of the U.S. accounted for 44% of the Company's 
r̂eig/ZurrencvZrkZoe tbi pa"y to changes in fluctuation of foreign currency exchange rates. For more information on the Company's 

foreign currency exchange exposure, see Item 7A. Quantitative and Qualitative Disclosures About Market Risk " The Company also has significant 
hmZZ'lZ 7  eXp°Sed to C,hâ 8es in int,erest rates-At Member 31, 2007, the Company had short-term borrowings!™! long-terZdebtff$6 3 
billion. For more information on the Company s interest rate exposure, see "Item 7A. Quantitative and Qualitative Disclosures About Market Risk " The 
Company is also exposed to other economic factors aver which the Company has no control.  ̂ disclosures Aoout Market Risk The 

The Company may experience difficulties and delays in the manufacturing and sale of its products. 

fnrreHZ?iZfZy T '̂e"Cf aPd delays inherent in manufacturing and sale, such as (i) seizure or recalls of pharmaceutical products or 
rivbft J)r, 0fmf%fa£turmg Plants; (it)thefailure to obtain, the imposition of limitations on the use of, or loss of patent and other intellectual property 
rfmlJiZ/ZTLlZ Company or°"y °f '1 vendors or suppliers to comply with Current Good Manufacturing Practices and other application 

Sh?!. ô once guidelines that could lead to temporary manufacturing shutdowns, product shortages and delays in pmduct 
ZZZlZT, J * JZHZ  ̂r.?'e!the construction °f new facilities or the expansion of existing facilities, including those intended to 
ZmdZiZZZtZZZr! ̂  S- btolo&cs. products; and (v) other manufacturing or distribution problems including changes in manufacturing 
nZttlZ t̂0 reSU'a,0ry dements. ohonges in types of products produced, such as biologies'or phjical 

The Company may experience difficulties or delays in the development and commercialization of new products. 

The Company may experience difficulties and delays in the development and commercialization of new products including the inherent risks and 
uncertainties associated with product development, such as (i) compounds or products that may appearpromZiZTdZbp̂  
™jfh'n the expected or optimal timeframe, or fail ever to reach market, or to be approvedfor additional indiĉ ZnsfiZcm n̂wnberofiZssoraZncluding 

f T 1v °f necessary regulatory approvals and the difficulty or excessive cost to manufacture • (ii) failure to enter 
into or successfully implement optimal alliances where appropriate for the discovery and/or commercialization of products or otherwise to maintain a 
viability scope °n vanety °fpromising tate-stage products; (Hi) failure ofonZormore of the Company !̂ oduc!stoacMevê r!naintain commercial 

There are legal matters in which adverse outcomes could negatively affect the Company's business. 

tillZZvi mar,l!T8 m the U:S- fnd internationally; (iii) adverse decisions in litigation, including product liability and commercialcases • 
(iv) recalls or withdrawals ofpharmaceutical products or forced closings ofmanufacturing plants; (v) the failure to fulfill obligations under supply ' 
contracts with the government and other customers which may result in liability; (vi) product pricing and promotion matters • (vii) lawsuits and claims 
ThZTZZhZ bfsec""l'ee. mtitrust, federal and state pricing and other laws; (viii) environmental, health and safety matters; and (a) tax liabilities 
There can be no assurance that there will not be an increase in scope of these matters or there will not be additional lawsuits claims proceedings or 
investigations in the future; nor is there any assurance that these matters will not have a material adverse impact on the Company. ' 

U.S. and foreign regulations may negatively affect the Company's sales and profit margins. 

ComPa"y could become subject to new government laws and regulations, such as (i) health care reform initiatives in the US at the state and 
Federal level and tn other countries; (ii) changes in the U.S. Food and Drug Administration (FDA) andforedn ZZ 

'Z a?pro.vmg' or Renting the approval of new products; (iii) tax changes such as the phasing out of tax benefits heretofore available Zthe 
dZZZiZjT/T'8" COmtr'ef,: {lV) r™lawS' (potions and judicial or other governmental decisions affectilg,pricingor Z t̂ZZZthlnorJZoZ 
more!fUspr̂ iuds",̂ eS mte"eclua! law- and (v0 other matters such as compulsory licenses that could alter the protections afforded one or 

The Company faces increased pricing pressure in the U.S. and abroad from managed care organizations, institutional purchasers and government 
agencies and programs that could negatively affect the Company's sales and profit margins. msiuuuonai purcnasers, ana government 

Pharmaceutical products are subject to increasing price pressures and other restrictions in the U.S. andworldwide including p) rules and oractices 
ivZZZZZ! CdueghVPS a"Z ""'"""I™! and governmental purchasers, pi) judicial decisions and governmental laws and regulations related to Medicare 
Medicaid and healthcare reform, including the Medicare Prescription Drug, Improvement, and Modernization Act of2003 (iii) the potential impact of 

g, ,ve and/or [eg"lotory changes, pharmaceutical reimbursement, Medicare Part D Formularies and product pricing in 
pTaZ°cZfftĥ d-iZtyp̂ ^̂   ̂ T industry P™«ces that could directly or indirectly impact the reimbursement policies aid 
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The Company relies on third parties to meet their contractual, regulatory, and other obligations. 

f°' °f?>ese Parties to meet their obligations, and/or the development of significant disagreements or other factors that materially disrupt the ongoing 
commercial relationship and prevent optimal alignment between the partners and their activities, could have a material adverse impact on the Compaq 

Failure to execute the Company's business strategy could adversely impact its growth andprofitability. 

As P<*rt of its strategy, the Company currently is implementing a comprehensive cost reduction program that includes workforce reductions in some 
o?S0 rhlntVm'nfhV10" °fsomefa"li'les-.ne Company expects to incur restructuring and other charges in connection with this program in the range 

to realize the expected cost safmgs •" 2008, to achieve and maintain a competitive cost base, or to successfully transition the product portfolio however 
could materially and adversely affect the Company s results of operations. In addition, the Company's failure to hire and retain personnel with the right 
CnmnaLC î̂ PfnenCe0J,eratK>"s that are cn"cal to us business functions could adversely impact the execution of its business strategy. Chang£ in the 
Company s structure, operations, revenues, costs, or efficiency resultingfrom acquisitions, divestitures, mergers, alliances, restructuringsor other strategic 
initiatives, could result in greater than expected costs and other difficulties, including the need for regulator} approvals,̂  app7opria"e 

The Company is increasingly dependent on its information technology and outsourcing arrangements. 

,, Company is increasingly dependent on information technology systems and any significant breakdown, invasion, destruction or interruption of 
these systems could negatively impact operations The Company is also increasing its dependence on third-party provid  ̂fZ7Jt2ŝ cTCZ  ̂

r i t r a . ? "  , f f  w / ' T "  nf-̂ ll"re °f thes,e service providers to meet their obligations and/or the development of significant disagreements or 
other factors that materially disrupt the Company s ongoing relationship with these providers could negatively affect operations. 
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Item IB. UNRESOLVED STAFF COMMENTS. 

None. 

Item 2. PROPERTIES. 

AV~°^ NW YOrk-NY-" '-»• 3".000 of floors. 

Total 
United States Camwuii Pharmmxiitimli Niitrittonnb OmvaTw 
Europe, Middle East and Africa 14 1? ? 1 

Other Western-Hemisphere ; ' n 1  -  - 2  
Pacific ' 5 I 1 

' 4 3 

Total-'..."" '. J'. .. " ~ : & - - „ . . .. _... 36 . 25. . . f_. 4 

Item 3. LEGAL PROCEEDINGS. 

incorpora^^by^fcrctfce'here^n.'83' pr0Ceedin«s CaD found in "Item 8- K«*W Statements-Note 22. Legal Proceedings and Contingencies" and is 

Item 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS. 

No matters were submitted to a vote of security holders during the fourth quarter of the year ended December 31,2007. 
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Executive Officers of the Registrant 

term or until their successors have been elected. AH executive officers scL at the pleasweTKIri^fDi^^11 ' ** ** 8 °ne_year 

Nam> anJ (W« P..UIm. 

James M. Cornelius 
Chairman of the Board and Chief Executive Officer 
Member of the Management Council 

Att Employment HMnrv far th, iw < v..., 

64 

Lamberto Andreotti 
Executive Vice President and President, 
Worldwide Pharmaceuticals 
Member of the Management Council 
Stephen E. Bear 
Senior Vice President, Human Resources, 
Corporate Staff 
Member of the Management Council 
Andrew R. J. Bonfield 
Executive Vice President and Chief Financial Officer 
Corporate Staff 
Member of the Management Council 
Joseph C. Caldarella 
Vice President and Corporate Controller, 
Corporate Staff 

John E. Celentano 
President, Health Care Group 
Member of the Management Council 

Anthony C. Hooper 
President, U.S. Pharmaceuticals 
Member of the Management Council 

Sandra Leung 
Senior Vice President and General Counsel 
Corporate Staff 
Member of the Management Council 
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45 

52 

48 

53 

47 

Gtadant ̂ orporatiorf Executive Officer and Chairman of the Board, 

2005 to 2006 - Interim Chief Executive Officer and Chairman of the 
Board, Guidant Corporation. 
Company007 ~Interim Chief:Executive Officer and Director of the 

!° 2008 " Chief Executive Officer and Director of the Company 
2008 to present-Chairman of the Board and Chief Executive Officer 
01 the Company. 

2002 to 2005 - Senior Vice President and President International, 
Worldwide Medicines Group, a division of the Company. 
2005 to present - Executive Vice President and President, Worldwide 
Pharmaceuticals, a division of the Company. 

2001 to present - Senior Vice President, Human Resources, Corporate 
Stafr of the Company. 

2002 to present-Chief Financial Officer, Corporate Staff of the 
Company. 

1998 to 2005 - Vice President, Finance, Pharmaceutical Research 
Institute, a division of the Company. 

Staff of fce Company6 President and c°T°rate Controller, Corporate 

2002 to 2005 - President, Latin America and Canada, Worldwide 
Medicines Group, a division of the Company 
2005 to present - President, Health Care Group, a division of the 
Company. 

2002 to 2004 - President, Europe, Middle East & Africa, Worldwide 
Medicines Group, a division of the Company. 
2004 to present - President, U.S. Pharmaceuticals, Worldwide 
Medicines Group, a division of the Company. 

Staff of A0e°CompanyPreSident Corporate Secretary. Corporate 

2006 to 2007 - Vice President, Corporate Secretary and Acting 
General Counsel, Corporate Staff of the Company 
2007 to present - Senior Vice President and General Counsel, 
Corporate Staff of the Company, 
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Elliott Sigal, M.D., Ph.D. 
Executive Vice President, Chief Scientific Officer 
and President, Pharmaceutical Research and Development 
Member of the Management Council 

Robert T. Zito 
Senior Vice President, Corporate and Business 
Communications and Chief Communications Officer 
Member of the Management Council 

56 2002 to 2004 - Senior Vice President, Global Clinical and 
Pharmaceutical Development, Pharmaceutical Research Institute, a 
division of the Company. 

N 2004 to present - Chief Scientific Officer and President, 
Pharmaceutical Research and Development, a division of the 
Company. 

54 1999 to 2004 - Executive Vice President, Communications, New York 
Stock Exchange. 
2004 to present - Senior Vice President, Corporate Affairs, Corporate 
Staff of the Company. 
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PART II 

Item 5. MARKET FOR THE REGISTRANT'S COMMON STOCK AND OTHER STOCKHOLDER MATTERS. 
Market Prices 

Bnstol-Myers Squibb common and preferred stocks are traded on the New York Stock Exchange (NYSE! and were traded «n the NVCB A,™ i„r 
formerly the Pacific Exchange, Inc. (symbols: BMY; BMYPR). On December 1,2006, the CompimyfoEw wioX£ te sec^s from Lfee o^e 
NYSE Area, Inc. A quarterly summary of the high and low market prices is presented below: """"my wimorew us secunties trom listing on the 

Common: 

— MMEZ inns 
First Quarter - l4»v Hlffh Lfttv 
SecondOuLter 52939 S25-73 52195 S21^I: 
ThWQiX f2.25 27.00 _ 25.97 2321 
FourthQuarter - |235 2628 26.14 MM 

Preferred: 

M7 load 
FiratOirarter Hit" LftW TTirh Tj>w 

a& "as •as-*!  
IK IK IK IK 

During the second quarter of2006, there were no trades of the Company's preferred stock. The preferred stock pays a quarterly dividend of $.50 per 

Holders of Common Stock 

The number of record holders of common stock at December 31,2007 was 69,254. 

hnldPJnf ^e;n°-/^°,rd h°ld»rS is based "P0"11)6 actual number of holders registered on the books of the Company at such date and does not include 
djoshorj t^t comp^ies " partnenshlps'ass0Clatl0ns' corporations or other entities identified in security position listings maintained by 

Voting Securities and Principal Holders 

Reference is made to the 2008 Proxy Statement to be filed on or about March 21,2008 with respect to voting securities and Drincinal holdera whirl. 
is incorporated herein by reference and made a part hereof in response to the information required by this Item 5. ' 
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Dividends 

below: 
The Board of Directors of the Company declared the following dividends per share, which were paid in 2007 and 2006 in the quarters 

First-Quarter . 
Second Quarter 
Third Quarter 
Fourth Quarter 

Common 
2007 2806, . 2007 2006 

$ .28... _$ .28 . ..$ .50 _ $ .50 
...,28 28. _ .-50. .50, 

.28 .28 .50 M 
.28 .28 .50 .50 

$1.12" $1.12 $2.00 sim 

J" December 2007, the Board of Directors of the Company declared a quarterly dividend of $.31 per share on the common stock of the Company and 
ot 4.50 per share on the preferred stock of the Company, which was paid on February 1,2008 to shareholders of record as of January 4,2008. 

Unregistered Sales of Equity Securities and Use of Proceeds 

The following table summarizes the surrenders of the Company's equity securities in connection with stock option and restricted stock programs 
during the 12-month period ended December 31,2007: 

EfiriiuL 
Deltas in Millions, except per share data 
Januaty J to 31,2007 
February 1 to 28,2007 
March 1 to 31,2007 

Three months ended March 31, 2007 

Total Number 
of 

Shares 
Purchased!.) 

11,191 
8,819 

290,683 

310,693 

Average Price 
Paid per 
Shark*) 

Total Number of 
Shares Purchased as 

Part of Publicly 
Announced Plans or 

Program, (b) 

Approximate Dollar 
Value of Shares that 

May Yet Be 
Purchased Under the 
Plana or ProgramstM 

26.10 
28.13 
MM 

$2,220 
$2,220 

April 1 to 30,2007 
May 1 to 31,2007 
June 1 to 30,2007 

Three months ended June 30,2007 

11,307 
203,148 

7,448 

221,903 

27.33 
30.16 
30.91 

r>r?n 
$2,22.0 
$2,220 

July 1 to 31,2007 
August 1 to 31,2007 
September 1 to 30,2007 

Three months ended September 30, 2007 

28,362 
6,956 

31,477' 

66,795 

31.56 
29.42 
28.27 

$2,220 
$2,220 

October 1 to 31,2007 
November 1 to 30,2007 
December 1 to 31,2007 

Three months ended December 31,2007 

26,955 
12,955 
4,242 

44,152 

$ 29.02 
$ 29.01 
$ 29.38 

$2£2Q 

$2,220 
$2,220 

Twelve months ended December 31,2007 643,543 

(a) f'j1?cts f°'low^'r™sa«>ons taring the 12 months ended December 31,2007: (i) the surrender to the Company of 166,630 shares of Common Stock to pay the exercise price 
™.;„R ,? y^taiolding obligations m connect,onwrtb the exercise of employee stock options, and (ii) the surrender to the Company of 476,913 shares of Common Stock to 
satisfy tax withholding obligations m connection with the vesting of restricted stock issued to employees. 

(b) InJirne 2001 the Company announced that the Board of Directors authorized the purchase of up to $14 billion of Company common stock. During the 12 months ended 
December 31,2007, no shares were repurchased pursuant to this program and no purchases of any shares under this program are expected in 2008. 
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Performance Graph 

]Brist0'-Myers Squibb for the periods indicated with the performance of <he 

Schering-Plough Corporation anrfWyeth.' (including the performance of Aventis prim* to its merger with Sanofi), 

We market -pitalization for each of the reported time periods. 
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Item 6. SELECTED FINANCIAL DATA. 

Five-Year Financial Summary 

2004 2MB 

*. $18,145 

4310 4^29 
2,213 2,978 

S 1.14 $ 1,54 
$. 1.12 . $. L53 

1,942 .. 1,937 
1,976 1,950 

$ 2,174 % 2,169 

$ 1.12 $ 1.12 

$30,435 $27,448 
3,680 ' 2,549 
3,794 3,013 
8,463 8,522 

10,202 9,786 

(1) The Company recorded items that affected the comparability of results. For a discussion of these items for the years 2007,2006 and 2005, see "Item 7. Management's Discussion and 
Analysis of Financial Condition and Results of Operations—Expenses;" "Item 8. Financial Statements—Note 2. Alliances and Investments;" "—Note 3. Restructuring;" "—Note 4. 
Acquisitions and Divestitures;" "—Note 5. Discontinued Operations and Assets Held for Sale;" "—Note 9. Cash, Cash Equivalents and Marketable Securities;" "—Note 15. 
Sbort-Tenn Borrowings and Long-Term Debt;" and "—Note 22. Legal Proceedings and Contingencies." 

(2) Excludes discontinued operations of Medical Imaging for years 2903 through 2007 and Oncology Therapeutics Network for years 2003 through 2005. 

(3) In 2007 and 2006, the 29 million weighted-average shares issuable, as well as $38 million and $35 million, respectively, of interest expense, net of tax, on the assumed conversion of 
convertible debt were not included in the diluted earnings per share calculation because they were anti-dilutive. 

(4) In 2006, includes the impact of the adoption of Statement of Financial Accounting Standard (SFAS) No. 158, Employers' Accounting for Defined Benefit Pension and Other 
Postretiremen1 Plans—an amendment of FASB Statements No. 87, 88,106, and 132(B). For further discussion on SFAS No. 158, see "Item 8. Financial Statements—Note 21. 
Pension and Other Postretirement Benefits." 

(5) In 2007, includes Medical Imaging and other assets classified as held for sale. 
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A™®»»fe'»MilBons, except Mrjhare data 2WI7 2006 2004 
Income Statement Data: 
Net Sales • , „ • • $19,348 . $17,256 $18,605 
Earning from Continuing Operations Before 

Minority Interesland income Taxes "• ' 3,534 ' 2,400 4,304 
Net Earnings from Continuing Operations 1,968 1^422 2,842 

Net Earnings from Continuing Operations per Common Share; 
tej? - $ 1.00 .$ .0,73. $ 1.45 
Muled . $ 0.99 $ . 0.73 $ 1.44. 

Average.common shares outstanding: 
Basic p, J ,970 1,960 1,952 
Diluted 1,980 1,903 1,983 

Dividends paid on cottttnon and preferred stock $ 2,213 $ 2,199 $ 2,186 

Dividends declared per Common Share $ 1.15 $ 1.12 $ 1.12 

Financial Position Data at December3lif 
(4X5) 

Total Assets . . $26,172 $25,575 $28,138 
1,801 2,018 3,050 

Marketable securities. 424 1,995 2,749 
Long-term debt. , . 4,381 . 7348 8364 
Stockholders'Equity 10362 9,991 11,208 
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Item 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS. 
EXECUTIVE SUMMARY 
About the Company 

Bristol-Myers Squibb Company (BMS, the Company or Bristol-Myers Squibb) is a global biopharmaceutical and related health care products 
company whose mission is to extend and enhance human life by providing the highest quality pharmaceutical and related health care products. The 
Company is engaged in the discovery, development, licensing, manufacturing, marketing, distribution and sale of pharmaceuticals and related health care 
products. 

The Company has three reportable segments—Pharmaceuticals, Nutritionals and ConvaTec. The Pharmaceuticals segment consists of the global 
pharmaceutical/biotechnology and international consumer medicines business, which accounted for approximately 81% of the Company's 2007 net 
The Nutritionals segment consists of Mead Johnson Nutritionals (Mead Johnson), primarily an infant formula and children's nutritionals business, which 
accounted for approximately 13% of the Company's 2007 net sales. The ConvaTec segment consists of ostomy, wound and skin care business, which 
accounted for approximately 6% of the Company's 2007 net sales and was previously included in the Other Health Care operating segment. In January 
2008, the Company completed the sale of its Medical Imaging business to Avista Capital Partners L.P. (Avista). The results of the Medical Imaging 
business, previously included in the former Other Health Care operating segment, are presented as part of the Company's results from discontinued 
operations. 

2007 Financial Highlights 

Worldwide net sales from continuing operations for 2007 increased 12% to $19.3 billion compared to 2006. PLAVIX* (clopidogrel bisulfate) sales 
grew 46%, primarily reflecting the adverse impact of generic competition from August 2006 to mid-2007, as well as strong underlying sales growth The 
other key products within the Company's Pharmaceuticals segment, including AVAPRO*/AVALIDE* (irbesartan/irbesartan-hydrochlorothiazide) 
REYATAZ (atazanavir sulfate), the SUSTIVA (efavirenz) Franchise and ABILIFY* (aripiprazole) experienced double digit sales growth for the year. Sales 
of the Company's newer specialty and biologies medicines BARACLUDE (entecavir), ORENCIA (abatacept) and SPRYCEL (dasatinib) continue to be 
strong. In addition, the Company launched IXEMPRA (ixabepilone) for the treatment of metastatic or locally advanced breast cancer. Overall worldwide 
sales growth, however, was moderated by a significant decline in PRAVACHOL (pravastatin sodium) sales due to generic competition. 

Net earnings from continuing operations were $2.0 billion in 2007 compared with $ 1.4 billion in 2006. The 2007 results include a $230 million 
charge for acquired m-process research and development related to the purchase of Adnexus Therapeutics, Inc. (Adnexus), a $292 million charge in 
connection with the Company's three-year Productivity Transformation Initiative (PTI) and a $275 million impairment charge of the Company's 
investment in certain auction rate securities (ARS). The 2006 results include a $353 million increase in reserves for a pricing and sales litigation settlement 
and $220 million in early debt retirement costs. Additionally, the Company also recorded gains on sale of product assets and properties of $273 million and 
$200 million in 2007 and 2006, respectively. 

hi December 2007, the Company announced that the Board of Directors (the Board) declared an 11 percent dividend increase, the first increase since 
2002. The dividend increase will result in a quarterly dividend of thirty-one cents ($.31) per share on the Company's Common Stock for an indicative 
dividend for the full year of2008 of $1.24 per share, subject to the normal quarterly review by the Board. 

Business Environment 

The Company conducts its business primarily within the pharmaceutical/biotechnology industry, which is highly competitive and subject to numerous 
government regulations. Many competitive factors may significantly affect the Company's sales of its products, including product efficacy, safety, price and 
cost—effectiveness, marketing effectiveness, product labeling, quality control and quality assurance of its manufacturing operations, and research and 
development of new products. To successfully compete for business in the health care industry, the Company must demonstrate that its products offer 
medical benefits, as well as cost advantages. Currently, most of the Company's new product introductions compete with other products already on the 
market in the same therapeutic category, in addition to potential competition of new products that competitors may introduce in the future. The Company 
manufactures branded products, which are priced higher than generic products. Generic competition is one of the Company's leading challenges globally. 

In the pharmaceutical/biotechnology industry, the majority of an innovative product's commercial value is usually realized during the period that the 
product has market exclusivity. When a product loses exclusivity, it is no longer protected by a patent and is 
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on key and new growth products, which include PLAVIX*, ABILIFY*, AVAPRO*/AVALIDE\ REYATAZ, the SUSTIVA Franchise, ERBITUX* 
(cetuximab), ORENCIA, BARACLUDE, SPRYCEL and IXEMPRA. The Company experienced the last of a series of major anticipated exclusivity losses 
in 2006 and does not expect any significant new exclusivity losses for the next several years. 

In order to support the production of specialty products in the pharmaceutical portfolio, including biologies, the Company completed a land purchase 
in 2007 of an 89-acre site to locate its new large-scale, expandable multi-^project bulk biologies manufacturing facility in Devens, Massachusetts. The 
Company has committed $750 million to fund the construction of the facility which began in May 2007. The facility is projected to be operationally 
complete.in 2009, and the Company plans to submit the site for regulatory approval in 2010. Commercial production of biologic compounds is anticipated 
to begin in 2011. In addition, die Company expanded its Manati, Puerto Rico facility, with the expansion targeted for start—up in 2008. 

The new state-of-the-art facility, as well as the expanded Manati, Puerto Rico facility, will support the filling and finishing of the Company's sterile 
products and biologic compounds, including ORENCIA, the Company's first internally discovered and developed biologic medicine, and commercial 
quantities of compounds currently in development should those compounds receive regulatory approval. 

In keeping with its strategy, the Company invested $3.3 billion in research and development, representing a 10% growth rate over 2006. Research and 
development dedicated to pharmaceutical products, including milestone payments for in-licensing and development programs, was $3.1 billion compared to 
$2.8 billion in 2006. 

Consistent with the Company's objective to maximize the value of its non-pharmaceutical businesses, in January 2008, the Company completed the 
sale of its Medical Imaging business to Avista. The Company will continue to seek opportunities to maximize the value of its remaining Health Care Group 
businesses. 

As it transitions into a next-generation biopharmaceutical company, the Company seeks to reallocate resources to enable strategic acquisitions, such 
as the acquisition of Adnexus in October 2007, as well as pursue partnerships and other collaborative arrangements, such as the worldwide alliance with 
AstraZeneca PLC (AstraZeneca) to discover, develop and commercialize saxagliptin and dapagliflozin and the two separate agreements with Pfizer Inc. 
(Pfizer) for the research, development and commercialization of a Pfizer discovery program and for the development and commercialization of apixaban. 

Productivity Transformation Initiative 
The Company undertook a broad range of actions in the fourth quarter of2007 as part of the previously announced three-year PTI, which is reducing 

costs, streamlining operations and rationalizing global manufacturing. The initiative, which is on track to achieve $1.5 billion in annual cost savings and 
cost avoidance on a pre-tax basis by 2010, is central to the Company's strategy to become a more nimble and flexible next generation biopharmaceutical 
enterprise. 

Key productivity initiatives include reducing general and administrative operations by simplifying, standardizing and outsourcing, where appropriate, 
processes and services, rationalizing the Company's mature brands portfolio, consolidating its global manufacturing network while eliminating complexity 
and enhancing profitability, simplifying its geographic footprint and implementing a more efficient go-to-market model. Specific productivity goals 
include reducing the number of brands in the Company's mature products portfolio by 60 percent between 2007 and 2011, reducing the number of 
manufacturing facilities by more than 50 percent by the end of 2010, and reducing total headcount by approximately 10 percent between 2007 and 2010. 
Some positions have been eliminated in 2007, although the substantial majority of positions will be eliminated in 2008 and 2009. Among the many 
productivity activities across the entire organization in the fourth quarter of2007 are the impending closure of several manufacturing facilities, including 
Mayaguez, Puerto Rico and Barceloneta, Puerto Rico. 

Costs associated with the implementation of the PTI are estimated to be between $0.9 billion to $ 1.1 billion on a pre-tax basis, with $292 million 
incurred in 2007 and approximately $500 million expected to be incurred in 2008. The ultimate timing of the recording of the charges cannot be predicted 
with certainty and will be affected by the occurrence of triggering events for expense recognition under U.S. Generally Accepted Accounting Principles 
(GAAP), among other factors. 
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New Product and Pipeline Developments 

In December 2007, the Company and Medarex, Inc. (Medarex) announced top-line data from the three registrational trials (008,022,007) that 
constitute the monotherapy program for ipilimumab m patients with metastatic melanoma. The results from study 008, conducted under Special Protocol 
Assessment, did not meet the primary endpoint, which was to rule out a best objective response rate of less than 10 percent. However, the totality of data 
from the registrational program included a clear dose response effect observed in study 022 and best objective response rates across the three studies ranging 
from mid-single digits to mid-teens as determined by independent radiology review. After the receipt of additional data from ongoing clinical trials, the 
companies plan to meet with the FDA to discuss the regulatory pathway, with the goal of submitting a regulatory filing by the middle of2008, if supported 
by the data. 

In November 2007, the Company and Pierre Fabre Medicament S.A. (Pierre Fabre) announced the termination of the license agreement for the 
development of vinflunine, a chemotherapy agent under investigation for the treatment of advanced or metastatic bladder cancer and other tumor types. 

In November 2007, ABILIFY* was approved by the FDA as adjunctive, or add—oil, treatment to antidepressant therapy in adults with major 
depressive disorder (MDD). ABILIFY* is the first medication approved by the FDA as add-on treatment for MDD. The FDA also approved ABILIFY* for 
the treatment of schizophrenia in adolescent patients (ages 13-17) and accepted for Priority Review the supplemental New Drag Application (sNDA) for 
the treatment of pediatric patients (ages 10-17) with Bipolar I Disorder. 

An update to the SPRYCEL label to include a lower recommended starting dose of 100 mg once daily, from 70 mg twice daily, as a starting dose for 
patients with chronic-phase chronic myeloid leukemia resistant or intolerant to imatinib was approved by the FDA in November 2007 and by the European 
Commission in August 2007. During the first quarter of2007, SPRYCEL received approval and/or reimbursement in additional European markets 
including Ireland, Norway, Sweden and Greece, and was also approved in Canada and New Zealand. 

In October 2007, ATRJPLA* (efavirenz 600 mg/emtricitabine 200 mg/tenofovir disoproxil fumarate 300 mg) was approved in as the first 
once-daily single-tablet regimen for the treatment of human immunodeficiency virus-1 infection in adults. In December 2007, the European Commission 
granted marketing authorization for ATRIPLA*, formally approving it for commercialization in the 27 countries of the European Union (EU), as well as in 
Norway and Iceland. ATRIPLA* has been launched in the UK, Germany and Austria. 

In October 2007, the Company launched DCEMPRA, for die treatment of patients with metastatic or locally advanced breast cancer, in the U.S. In 
addition, the Japanese New Drag Application for ixabepilone was submitted in December 2007, and the Marketing Authorization Application for 
ixabepilone is under review by the European Medicines Evaluation Agency (EMEA), following submission in September 2007. 

In October 2007, the Company acquired privately-held Adnexus, developer of a new therapeutic class of biologies called ADNECTINS. 
ADNECTINS are a proprietary class of targeted biologies based on a naturally occurring protein found in human serum. 

In October 2007, the Company and ImClone Systems Incorporated (ImClone) announced that the FDA approved an update to the ERBITUX* product 
labeling to include overall survival data as a single agent in epidermal growth factor inhibitor (EGFR)-expressing metastatic colorectal cancer (mCRC) 
patients after the failure of both irinotecan- and oxaliplatin-based regiments. In September, the Company and ImClone announced that a Phase III study of 
ERBITUX* in combination with platinum—based chemotherapy, conducted by Merck KGaA, met its primary endpoint of increasing overall survival 
compared with chemotherapy alone in patients with advanced non-small cell lung cancer. As previously disclosed, an earlier study conducted by ImClone 
and the Company evaluating the use of ERBITUX* in combination with a different platinum-based therapy did not meet its primary endpoint of increasing 
progression-free survival in patients with advanced non-small cell lung cancer. Key secondary endpoints of this study, however, were statistically 
significant and favored the ERBITUX*—containing arm. 

In September 2007, the FDA approved a sNDA for a single 300 mg tablet of PLAVDC*. The 300 mg loading dose has been proven effective in a 
broad acute coronary syndrome patient population. The 300 mg tablet of clopidogrel bisulfate was launched in the U.S. in December 2007 and is currently 
under EMEA review. 



43 



Table gf Content? 
In August 2007, the FDA accepted, for filing and review, the supplemental Biologies License Application for ORENCIA for the treatment of 

pediatric patients with juvenile idiopathic arthritis. ORENCIA was approved by the European Commission in May 2007, and has received approval and/or 
reimbursement in several European markets, including the UK, Germany, Austria, Sweden, the Netherlands and Denmark. In April 2007, the FDA approved 
an update to the ORENCIA product labeling regarding the progression of structural joint damage - an important measure in the treatment of rheumatoid 
arthritis (RA). The indication was strengthened from "slowing" to "inhibiting" the progression of structural damage in adult patients with moderately to 
severely active RA who have had an inadequate response to one or more disease-modifying anti-rheumatic drugs, such as methotrexate or tumor necrosis 
factor antagonists. 

In July 2007, die Company and ImClone amended the trams of their agreement for the codevelopment and copromotion of ERBITUX* in North 
America. Under this amendment, the companies have jointly agreed to expand the investment in the ongoing clinical development plan for ERBITUX*. 
Development costs, up to a threshold value, will be the sole responsibility of the Company; costs in excess of this threshold will be shared by both 
companies according to a pre-determined ratio. With this additional funding, Are companies intend to further explore the use of ERBITUX* in additional 
tumor types including brain, breast, bladder, gastric, lung, pancreas and prostate. 

In May 2007, the Company and Isis Pharmaceuticals, Inc. (Isis) entered into a collaborative agreement to discover, develop and commercialize novel 
antisense drags targeting proprotein convertase subtilisin kexin 9 for the prevention and treatment of cardiovascular disease. The Company made an upfront 
payment of $ 15 million to Isis as part of this agreement and will provide Isis with at least $9 million in research funding over a period of three years. 

In April 2007, the Company and Pfizer entered into a worldwide collaboration to develop and commercialize apixaban, an anticoagulant discovered 
by the Company being studied for the prevention and treatment of a broad range of venous and arterial thrombotic conditions. In accordance with the terms 
of the agreement, Pfizer made upfront payments of $250 million and $40 million to the Company in May 2007 and December 2007, respectively. Pfizer will 
fund 60% of all development costs effective January 1,2007 going forward, and the Company will fund 40%. The Company may also receive additional 
payments of up to $780 million from Pfizer based on development and regulatory milestones. The companies will jointly develop the clinical and marketing 
strategy of apixaban, and will share commercialization expenses and profits/losses equally on a global basis. 

In February 2007, BARACLUDE was added to the American Association for the Study of Liver Disease treatment guidelines for hepatitis B as a 
first-line treatment option. BARACLUDE also received approval and/or reimbursement in additional European markets, including Italy, throughout the 
first quarter of 2007. 

In January 2007, the Company entered into two worldwide (except for Japan) codevelopment and cocommercialization agreements with AstraZeneca 
to develop and commercialize two investigational compounds being studied for the treatment of type 2 diabetes. The Company received upfront payments 
of $ 100 million from AstraZeneca. In addition, the Company will receive milestone payments from AstraZeneca upon successful achievement of various 
regulatory and sales related stages. The companies have agreed upon initial development plans for the two compounds. From 2007 through 2009, the 
majority of development costs will be paid by AstraZeneca and any subsequent development costs will generally be shared equally. In July 2007, the 
companies decided to move the investigational compound dapagliflozin, a selective inhibitor of the sodium-glucose transporter 2 being studied for the 
treatment of diabetes, into Phase III testing based on results of Phase II clinical trials. 

In December 2006, the Company entered into a collaboration agreement with Exelixis Pharmaceuticals, Inc. (Exelixis) to discover, develop and 
commercialize novel targeted therapies for the treatment of cancer. The agreement became effective in January 2007 and in accordance with the terms of the 
agreement, the Company made an upfront payment of $60 million to Exelixis. In January 2008, the Company exercised an option to develop and 
commercialize compounds targeting one therapeutic target and paid Exelixis $20 million in February 2008. Exelixis is also eligible to receive $20 million 
for each of up to two additional investigational drag candidates selected by the Company. At the option of Exelixis, the companies will share equally all 
development costs along with commercial profits in the U.S.; otherwise, the Company will be responsible for development and will pay development 
milestones and royalties to Exelixis. 
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RESULTS OF OPERATIONS 

Dollars In Millions 
Net Sates 
Earnings from Continuing Operations Before Minority Interest and 

Income Taxes 

2007 2MK 2fM>5 
% Change 

$19,348 ... $17^56 $18,605 12% (7)% 
$ 3 534 . 

J 83% 
, $. 2,400 

13.9% 
$_4,304 

23.1% 
47% . • • (44)% 

$ 803 
22.7% 

$ 538 
. 224% 

$ 870 
20.2% 

49% (38)% 

$1,968 
18.2% 

$-1,422 
82% 

$ 2,842 .. 
183% 

38% . (50)% 

Provision for Income Taxes 
Effective tax rate 

Net Earnings from Continuing Operations 
% of net sates ' 

Net Sales 

«—*»«<— sr.»  «  »„  

The composition of the change in net sales were as follows: 

2007 vs. 2006 
2006 vs. 2005 

T Analysis of % Change 
Tut" Change jjaimne Ericc Ferris. K,eh.n.. 

12% 7% 2% 3% 
(7)% (9)% 2% _ 
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The Company's net sales by segment were as follows: 

Dollars hi Millions 

% of net sales 

Nntritionals -
% of net sales . . . 

ConvaTec 
% of net sales 

Health Care Group 

Total 

2ITO7 
$15,622 

81% 

2473-
.13% 

1,155 . 
6% 

3,726. 

$19,348 

N<,> SalM 
2006 . 

$13461 

2447 
.. 14% 

1,048 

3,395 

$17,256 

. 
$15,408 

83% 

2405 
.12% 
m 

5% 

3,197 

$18,605 

2007 vs. 20(14 
13% 

.10% 

10% 

% Chftnoa 

10% 

12% 

2006 vs. 20QS 
. (10)% 

-6% 

6% 

6% 

(7)% 

The Company recognizes revenue net of various sales adjustments to arrive at net sales as reported on the Consolidated Statement of Earnings These 
adjustments are refereed to as gross-to-net sales adjustments and are further described in "—Critical Accounting Policies" below. The reconciliations of the 
Company s gross sales to net sales by each significant category of gross-to-net sales adjustments were as follows: 

Dollars in Millions 
Gross Sales. 
Gross-ta-NetSales Adjustments . _ 
Prime Vendor Chargebacks 
Women, Infants and Children CWIC) Rebates _ 
Managed Health Care Rebates and Other Contract Discounts 
Medicaid Rebates 
Cash Discounts 
Sales Returns 

For the Yean F.ndwl n^mhc- 71 

Total Gross-to-Net Sales Adjustments 

Net Sales 

2097 „ 2tms 2006 
$22,175 $2Q,12Q : $22,389 

(662) (703) . (1,090) 
(848) (872) (843) 
(387) (322) (502) 
(169) ,074) (595) 
(251) (224) (271) 
(160) (230) (164) 
(350) (339) (319) 

(2,827) (2,864) (3,784) 

$19448 $17,256 $18,605 

The slight decrease in gross-to-net sales adjustments in 2007 compared to 2006 was affected by a number of factors. Sales returns decreased 
primarily due to higher accruals in 2006 for Cardiovascular non-exclusive brands and from the discontinued commercialization of TEQUIN (gatifloxacin) 
The decrease m prime vendor charge-backs was primarily due to lower sales of TAXOL® (paclitaxel) as a result of loss of exclusivity. This was partially 

^ 'ncreases in managed health care rebates and other contract discounts, primarily as a result of higher PLAVIX* sales and the reversal of reserves in 
2006 related to the TRICARE Retail Pharmacy Refund Program, partially offset by lower sales of PRAVACHOL due to loss of exclusivity. Additionally 
the increase in cash discounts was primarily due to higher PLAVIX* sales volumes. 

The decrease in gross-to-net sales adjustments in 2006 compared to 2005 was affected by a number of factors, including changes in customer mix 
and a portfolio shift, in each case towards products that required lower rebates, as well as changes in contract status. The in prjme vendor 
charge-backs was primarily the result of lower PLAVIX* net sales, volume erosion on highly-rebated PARAPLATIN (carboplatin) and TAXOL® 
(paclitaxel) due to generic competition, as well as the impact from the discontinued commercialization of TEQUIN. Managed health care rebates and other 
contract discounts decreased primarily as a result of the reversal of reserves related to the TRICARE Retail Pharmacy Refund Program, as well as the 
exclusivity loss of PRAVACHOL, which also reduced Medicaid rebates. In addition, lower PLAVIX* net sales and the shift in patient enrollment from 
Medicaid to Medicare under Medicare Part D, resulted in a decrease in Medicaid rebates, partially offset by a corresponding increase in managed health care 
rebates. The decrease m cash discounts was primarily due to lower sales of PRAVACHOL due to loss of exclusivity and lower PLAVIX* sales volumes. 
Tie increase in sales returns was primarily due to higher returns trends for non-exclusive brands as well as from the discontinued commercialization of 
TEQUIN. 
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The activities and ending balances of each significant category of gross-to-net sales adjustments were as follows: 

Dollars in Millions 
Balance at January i,2005 
Provision related to sales made in 

current period 
Provision related to sales made in 

- prior periods 
Returns and payments 
Impact of foreign currency 

Discontinued operations 

Balance at Deceitther.31,2005 
Provision related to sales made in 

current period 
Provision related to sales made in 

prior periods 
Returns and payments 
Impact of foreign currency 

translation 
Discontinued operations 

Balance at December 31,2007 

Prime Vendor 
£harge-Batks_ 

Women, 
Infnnts and 
Children 

OHO Rebates 

Managed 
Health Care 
Rebates and 

Other 
Contract 
Discounts 

Medicaid 
Rebates 

Cash 
Disrijwi^a 

Sales 
Retnrns 

Other 
Adinstments Total 

S - 107 $  . . .  2 5 2  $ 167 $ 326 $ 26 $ 1.85 $ 124 $ 1,187 

706 . 867 . 355 174 221 200 348 2,871 

(3) 
. (747). 

... . 5 . 
(894) 

(33) 
_ (380) (363). 

. . .3 
. .. (232) . 

30 
(19.6) 

(9) 
- (343) 

(7) 
... (3,1551 

~ - ' . 1 
1 

— 2 4 7 
I 

. 63 . .. 23Q. 111 137 18 221 JL24 904 

662 . ... 845 394 176 250 142 352 2.821 

(655) . 
. 3 -
(880).. 

(7).. 
(360) 

(7) 
(181) 

1 
(245) 

18 .. 
(207). 

(2) 
(336) 

6 
(2,884) 

— 

6. 
(10) 

— —» • ... 4 10 20 
(10) 

$ 70 "$L 1". 198 '7 $ " . 13.4 
... 

$ 24 7 " $ 1 7 8  $ 128 $ 857. 

returns < cI«fc?s'ihnC°mpany rfcord^gr°ss-to-net sales adjustments related to sales made in prior periods. The significant items included charges fen- sales s of $18 million primarily related to higher than expected returns for certain non-exclusive products ^ ° 53168 

^™c nf cw^n?mpany recorded gross-to-net sales adjustments related to sales made in prior periods. The significant items included charges for sales 
^^errii^Hnn re!fe? <°hlgher,than retura trends for certain non-exclusive products, as well as from the discontinued 
RetaM I"han^cy RefonJ Program" m contract ^counts of $33 million, primarily due to the reversal of reserves related to foe TRICARE 

No other significant revisions were made to foe estimates for gross-to-net sales adjustments in 2007 and 2006. 

Pharmaceuticals 
The composition of the change in pharmaceutical sales were as follows: 

2007 vs. 2006 
2006 vs. 2005 

Total Chance 
13% 

(10)% 

Volume 
8% 

(12)% 

Analysis of % Change 

Price 
2% 
2% 

Foreign 
Exchange 

3% 



same ^^Qep, . a, sfesincreasejd ,3% t0 S15'622 milIioll> inc^g a 3% favorable foreign exchange impact, compared to the 
same period m 2006. U.S. Phannaceuhcals sales increased 21% to $8,992 million from $7,417 million in 2006, primarily due to increased PLAVIX* sales 

, • adverSe;TCt f™r.°Tet',i0n fr°m August 200610 m'd_2°07, as well as strong underlying sales growth. The sales growth was also 
SyCELo!mlSS££ffSS? REYATAZ' AVAPR0*/AVALIDE* and ERBITUX*, and sales of newer products 
S RYCEL, ORENCIA, BARACLUDE and IXEMPRA. The increase was partially offset by increased generic competition for PRAVACHOL. 
tote^oi^ Pharmaceuticals ales.increased 3%, including a 6% favorable foreign exchange impact, to $6,630 million in 2007 from $6,444 million in 
, n JL^f 'T!.',. !518" exchange» the decrease in sales was primarily due to increased generic competition for PRAVACHOL and TAXOL® 
gchtmrel), partially offset by sales growth of ABILIFY*, REYATAZ, PLAVIX* and AVAPRO'/AVALIDE* aid newer products BARACLUDE and 

2®?6, Worldwide Pharmaceuticals sales decreased 10% to $13,861 million. U.S. Pharmaceuticals sales decreased 11% tn «7 417 mill.™ ft™, 
$8,338 milhon in 2005 primarily due to lower sales of PLAVIX* resulting from tire kvmchSnericS 
AV^TO*/°AdL> °ffset b^':ont!mltedof ABILIFY*, ERBITUX*, REYATAZ, the SUSTIVA Franchl^ and 
AVAPRO /AVALIDE* and sales of newer products including ORENCIA, 
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dMtoe^n^RA"^^HS^M!H^TAyn^a*'?na'i>'lariMaC^U''Ca'S fales decreased 9% to S6-444 ™Uion in 2006 from $7,070 million in 2005, primarily due to a 
m PRAVACHOL and TAXOL® (pachtaxel) sales resultmg from increased generic competition in Europe, partially offset by inrrnagnd cnles of 

newer products including REYATAZ, ABILIFY* and BARACLUDE. u.upc, paniany onset ny increased sales ot 

were a^follo1^maCeUtiCal Pn>dUCtS ^ ^ repreSenting 80%'75% ̂  71% of total pharmaceutical sales in 2007,2006 and 2005, respectively, 

Dollars in Millions 
Cardiovascular 

PLAV1X* 
AVAPRO'/AVALIDE* 
PRAVACHOL 

. COUMADIN . . 
Virology 

REYATAZ 
SUSTIVA Franchise (total revenue) 
BARACLUDE 

Oncology 
ERBITUX* 
TAXOL (paclitaxel) 
SPRYCEL 
IXEMPRA 

Affective (Psychiatric) Disorders - . 
. ABILIFY'(total revenue). . 

ImmunoScience 
ORENCIA 

Other Pharmaceuticals 
EFFERALGAN 

-2ML. 2003 
% Change 

200Lxs,2006 2006 v*. 2005 

$4,755. 
134 

443 
31 -

. $3257 
1,097 
1,197 

_ . 220 _ . 

$3,823 
982 

2256 
212 

46% 
10% 

. . (63)% 
(9)% 

(15)% 
12% 

(47)% 
4% 

1,124 
956 
275 

931 
791 
83 

696 
680 ... 
12 

21% 
21% . 
** 

34% 
. 16% 

** 

692 
422 

. .m. 
15 

652 
563 
25 .. 

. 413 
747 

6% 
(25)% 

** 

1 
1 

1,660 . .1282 912 29% . . 41% 

231 . 89 .— . . - . . 160%. 

308 266 283 16% (6)% 
** Change is in excess of200%. 

Sales of PLAVDC*, a platelet aggregation inhibitor that is part of the Company's alliance with Sanofi, increased 46% including a 1 % favorable fnn-icm 
exchange impact, to $4 755 milhon in 2007 from $3,257 million in 2006. U.S. sales increased 53% to $4BM mil^n i^2007 from $2 655 millionin 
mfoJbr 2006Pl£r foO^the Com™™ esf ! off nenc cloPldogreI bisulfate, launched in August 2006, to be in the range of $1.2 billion to $1.4 
billion lor 2006. For 2007, the Company estimates the negative impact of generic clopidogrel bisulfate to be in the ranee ofS250 million to 
^V^V0ry ? generic clopidogrel bisulfate in the distribution channels was substantially depleted by June 30,2007. Estimated total U S Drescrintion ' 
demand for clopidogrel bisulfate (branded and generic) increased approximately 8% in 2007 compared to 2006, while estimated total U S nrescrinlion 
demand for branded PLA VIX increased 34% in the same period. In 2006, sales decreased 15% to $3 257 million from $3 823 mill inn in 2fM?s I fc 

* l(W S  Ef''an angiofensin I1 receptor blocker for the treatment of hypertension that is also part of the Sanofi alliance increased 
. ^ , ̂  favorable foreign exchange impact, to $1,204 million in 2007 from $1,097 million in 2006 U S sales increased 7% m* tsqi mill;™ 
4°/ in 200Tco^Iredm°7n1nfi2<T°f' P"™ari!y d"e t0 higber average net selling prices. Estimated total U.S. prescription demand decreased approximately 
in bnnfi in 7nas ? ° 2006. International sales increased 14%, including an 8% favorable foreign exchange impact, to $512 million from $450 million 
increased"3%^to $647^ilS^i 2006 from'«74 e.xchanS? imPact-t0 $I>097 million from $982 million in 2005. U.S. sales 
impact, to$4^^ 

from sf ̂ ^n^L7nZH^le ,C0_A red^C,aS£ lnhibitor> greased 63%, including a 2% favorable foreign exchange impact, to $443 million in 2007 

toreased^i^x^atriy 82%^2007"^pared°o"o06mi^2006! sral^deere^d'^wf^0^^ madcets' ®s,'maled total U.S. prescription demand 
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!K»$I I c97."?1'10" f">m S2'2^ mi!li°n in 2005, due to market exclusivity expiration in April 2006 resulting in generic competition for most strengths in 
the U.S. and generic competition in key European markets. Market exclusivity in the EU ended in 2004 with the exceotionof Sweden where PY£™ 

occurred in March 2006; My where expiration occurred in January 2008; and France, where geLn^ompe.W^afwa^ not auftS bv 
Comply commenced in July 2006. As previously disclosed, the Company authorized Watson Pharmaceutical to distribute pravastatin sodium tablets in 

SSSSrtS3S2S53gr°,y 
pnces, partially offset by lower demand driven by continued competition. Market exclusivity for COUMADIN expired in the U.S. in 1997. 

' f°L ttreatment ofJHjV'increased 21%. including a 4% favorable foreign exchange impact, to $1 124 million 
J? cci^t -ir -HlS? 2006, primarily due to increased demand m the majority of the markets. U.S sales increased 14% to S587 million in 7ftn7 

$,5n If 1'1,0n1m 200.6' Pnnanly due to higher demand. Estimated total U.S. prescription demand mended a™fma,ely 13%fo20^c~^lto 
2006 MfoTfoc^^a34%to$931 milHof 8%favora^eforei£n exchmge impact, to $537 million in 2007 from $417 million in 2006 In 
pvrlnsf!^ fcprvATj7 ?i. fr9m in 2005, pnmanly due to increased demand in the U.S., Europe and Latin America Market 
e clusivity for REYATAZ is expected to expire m 2017 m the U.S., in countries m the EU and Japan. Data exclusivity in the EU expires in 2014. 

the^USTIVA F.ra"c!}i?®'a non-nucleoside reverse transcriptase inhibitor for the treatment of HIV, increased 21% including a 4% 
favorable foreign exchange impact, to $956 million in 2007 from $791 million in 2006 U S sales increased 77% t-n ®.n. 
s??m^aFIy dhC to higher demand> fesuUing from the successful launch of ATRIPLA* in July 2006. Estimated total U S prescriptTo^den^'for'Sie 

launch of ATRIPLA m the third quarter of 2006. Market exclusivity for SUSTIVA is expected to expire in 2013 in the U S and in countries in the FT T-

'Jtem^Fpnandaf Statements—Note an^fov^stmentsF'°r additi°nal information 00 revenue recognition ofthe SUSTIVA Franchise, see ' 

Sales of BARACLUDE, an oral antiviral agent for the treatment of chronic hepatitis B, increased to $275 million in 2007 from $83 million in 2006 due 

?O?!TA ^ 7»P°TOta. a composition of matter patent that expires in the U.S. in 2015, in the EU between 2011 and 2016 and in Janan in 

wfthEr.2? A fl l0Il ?0m $413 ™Ihon m 2005. ERBITUX* is marketed by the Company under a distribution md c^romodon aw^ment 
r. . 'f) " L P '.° combination therapy with cytotoxic treatments expires in 2017. There is no patent covering monotherapy 
Currently, generic versions of biological products cannot be approved under U.S. law. However, the law could chance in the future Fven in 
mnPt fllefheir'10"' !? stfps toward allowing generic versions of certain biologies. Competitors seeking approval of biological products 
must file (heir own safety and efficacy data, and address the challenges of biologies manufacturing which involves more comnlex nrnrefce. and are 

1T^eUiniai op?ra!ions- ̂  ComPany's "gin to market ERBITUX* in North America and Japan under its 
Agreement with ImClone expires in September 2018. The Company does not. but others do market pprttt ty+ , • • .. CT ? . . 
comhirvif 'm?'one Yck Researdh and Development Company Ltdf ^e^) hav^beCTirTfiti^tion^w^tbe Sro^p^ftheuKpatoffbr1 " 
fhaTn^e . P. , !2?. XIC treatments "*«mg ERBITUX*. In September 2006, the District court granted Yedathe complete o^Phio of 
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Sales of TAXOL® (paclitaxel), an anti-cancer agent sold almost exclusively in the non-U.S markets decreased 2S% windmo > 10/ «•„ • 

d^S'SRSutS ™2»/°mfawrabliT S563 mhi0n20°6' PrTrily dU£ 10 increased 2ene^c competition in Europe and llpan. In 2006,T^5 
25/. mcluding a 2/. unfavorable foreign exchange impact, to $563 million from $747 million in 2005, primarily due to increased generic 

M e n t r y J a p a n  d n r i n g  t h e , h i r d  q u a r t e r  o f  2 0 0 6 .  M a r k e t  e x c l u s i v i t y  p r o t e c t i o n  f o r  T A X O L ®  ( p a c l i t a x e l )  e x p i r e d  i n  
Xilrkt,6 S" ^ " 2003 m C°Un,neS ^ ̂  EU" TW° ge°eriC PaC,iteXel «"*"•» haW received approv^aKS bantered 

lSXFmmT^,!U' [0r treatment of Patients with metastatic or locally advanced breast cancer, were $15 million in 2007 
IXEMPRA was launched m the U.S. m October 2007. The Company has a composition of matter patent in the U S and a corresponding patent in EU 
countries, both expiring in 2018. The Company has submitted its request for patent term extension for the composition of matter patentfo the U S 

* antipsychotic agent for the treatment of schizophrenia, acute bipolar mania and bipolar disorder increased 29% 
2W7from$foS^teaSri2Sva5K'2; V W mU1r if u2T *"• $1-282 millioa in ***• U.S. s£ focS 24% ^1Do5 million in 
. 'Iro™ *1 muuon in 2006, pnmanly due to higher demand and higher average net selline orices Estimated tntni t 1 q It 
increased approximately 12% in 2007 compared to 2006. In 2006, sales increased 41% to $1,28? million from $912 million in 2005 nrimarilv rW tn 

seises 
SLs and fove^n^ mformation on revenue recognition of ABILIFY*, see "Item 8. Financial Statements-Note 2. 
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particular product will enjoy market exclusivity for the full period of time that the Company currently anticipates. The estimates of market exclusivities 

a^p^cSar^Serrt'or'^terle^f^StiOT!'''0868 ^ n°' inten<^ed 10 re^ect Company's legal opinion regarding the strength or weakness of 

The estimated U.S. prescription change data provided above includes information only from the retail and mail order channels and does not reflect 

information from other channels, such as hospitals, institutions and long-term care, among others. The estimated prescription data is based on the 

SscribeTbdow1 ̂ ^scr^>tl0n rvice (NGPS) version 2.0 provided by IMS Health (IMS), a supplier of market research for the pharmaceutical industry, as 

- . Company has calculated the estimated total U.S. prescription change based on NGPS version 2.0 data on a weighted-average basis to reflect the 

fact that mail order prescriptions include a greater volume of product supplied compared to retail prescriptions. Mail order prescriptions typically reflect a 

90-day prescription whereas retail prescriptions typically reflect a 30-day prescription. The calculation is derived by multiplying NGPS mail order 

prescription data by a factor that approximates three and adding to this die NGPS retail prescriptions. The Company believes that this calculation of die 

estimated total U.S. prescription changebased on the weighted-average approach with respect to the retail and mail order channels provides a superior 

estimate of total prescription demand. The Company uses this methodology for its internal HpmanH forecasts. 
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Estimated End-User Demand 

The following tables set forth for each of the Company's key pharmaceutical products sold by the U.S. Pharmaceuticals business, for the years aided 
December 31, 2007,2006 and 2005: (i) total U.S. net sales for the period; (ii) change in reported U.S. net sales for the period; (iii) estimated total U.S 
prescription change for the retail and mail order channels calculated by the Company based on NGPS version 2.0 on a weighted-average basis and 
(IV) months of inventory on hand in the distribution channel. Prior year prescription data were adjusted to conform to the NGPS 2.0 version data. 

Year Ended December SI MOT 

Dollars in Millions 
PLAYIX* 
A V APRO*/AVALIDE * 
PRAVACHOL 
COUMADIN 
REYATAZ « 
SUSTIVA Franchise (total revenue) 
BARACLUDE 
ERBITUX* 
SPRYCEL 
IXEMPRA(cg) 

ABELIFY* tafal.revenue) 
ORENCIA ' 

Dollars in Millions 
PLAVIX* 
AVAPRO*/AVALfDE* 
PRAVACHOL 
COUMADIN 
REYATAZ 
SUSTIVA 

Total U.S. Net Sales 
$ 4,060 

692 
139 

. .. . 164. 
587 

% Change in U.S. 
NetSalesto 

53 
. 7... 
(75) 
(12) 
14 

% Change in U.S. 
Total Prescriptions (1)1 

34 
(4) 

-(82) 
(16) 
13 

As of December 11. 2007 

Months on 
Hand 
03 

-0.5 
0.7 
0.8 

03 

(C) 

BARACLUDE 
ERBITUX* 
SPRYCEL 
IXEMPRA^ ** 
ABILIFY* (total revenue) 
ORENCIA 

ise (total revenue) 

604 22 20 0.6 
.88 . 76 77 . 0.6 
683 6. N/A 0.5 
58 

.  .  . 1 5 .  
164 ** 0,9 58 

.  .  . 1 5 .  — -. N/A .. 0.9 
. .. 1,305 . . 24 .. .12. 0.5 

216 145 N/A 0.5 

Year Ended ileeemher jl 200* As of December 31, Year Ended ileeemher jl 200* 2000 

Total U.S. Net Sales 
% Change in US. % Change In U.S. Months on Total U.S. Net Sales Net Sales (si Hanil 

$ • 2,655 (18) - (21) OJ6 
647. .. ... 13 . .. 2 0.5 
553 (52) (59) 0.6 

. 186 . 2 --- - - (22) . . 0.8 
514 27 14 0.7 

. 495 23 9 0.7 
50 *• »* 0.7 

. 646. . . 57 . N/A. 0.4 
22 — — 1.4 
— — N/A 

1,052 40 21 03 
88 — N/A 0.4 
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Year Ended DwHnlmr *1- 20IW 

Dollars in Millions 
PLAVtX* 
AVAPRQ YA VALIDE* _ 
m&MA£SOL ... : ..J.i. . 
COUMADIN , . . 
ESfATjZ.. _ - .(e> -
SUSJIVA Franchise (total revenue) 
BARAOLUDf 
ERBITUX* 
SPRYCEt ' 
IXEMPRA . .. .... 
ABILIFY* ({.qfal revenue) 
ORENCIA 

Total U.S. 
Net Sales 

. 5' 

% Change in U.S. 
Net Sales (») 

.S5 .-

.403 

. I I I  :  
41'., -

750. 

-J— 
IJQV. 

33 
.11. 

.58... 

;J5~ 

% Change in U.S. 
..Total Prtmrjpttomi ft), 
'li ; Lii .14 

— 10 

-. 83 

-42... 

NA 

42 
N/A 

AsaflWemher^l MHW 

Months on 
Hand 
QJ6 

. .0,6. 
0.6 
Q.8 . 

. fL5 

0.6 . 

0.7 ! 

0.6. 

(a) Reflects percentage change in net sales in dollar terms, including change in average selling prices and wholesaler buying patterns. 
(b) Derived by multiplying NGPS mail order prescription data by a factor that approximates three and adding to this the NGPS retail prescriptions. 
to Beginning in the third quarter of2006, the SUST1VA Franchise (total revenue) includes sales of SUST1VA, as well as revenue of bulk efavirenz included in the combination therapy, 

ATRIPLA*. The change in U.S. total prescriptions growth for die SUSTIVA Franchise includes both branded SUSTIVA and ATRIPLA* prescription unite. 
(d) BARACLUDE was launched in the U.S. in April 2006. 
to ERBITUX*, ORENCIA and IXEMPRA are parenterally administered products and do not have prescription-level data as physicians do not write prescriptions for't"— products. 
(f) SPRYCEL was launched m the U.S. in July 2006. 
(g) IXEMPRA was launched in the U.S. in October 2007. 
(h) ORENCIA was launched in the U.S. in February 2006. 
** Change is in excess of200%. 

The estimated prescription change data reported throughout this Annual Report on Form 10-K only include information from the retail and mail order 
channels and do not reflect information from other channels, such as hospitals, institutions and long-term care, among others. The data provided by IMS are 
a product of IMS' own recordkeeping processes and are themselves estimates based on IMS' sampling procedures, subject to the inherent limitations of 
estimates based on sampling and a margin of error. 

The Company continuously seeks to improve the quality of its estimates of prescription change amounts and ultimate patient/consumer demand 
through review of its methodologies and processes for calculation of these estimates and review and analysis of its own and third parties* data used in such 
calculations. The Company expects that it will continue to review and refine its methodologies and processes for calculation of these estimates and will 
continue to review and analyze its own and third parties' data used in such calculations. 

Pursuant to the U.S. Securities and Exchange Commission (SEC) Consent Order described below under "—SEC Consent Order", the Company 
monitors the level of inventory on hand in the U.S. wholesaler distribution channel and, outside of the U.S., in the direct customer distribution channel. The 
Company is obligated to disclose products with levels of inventory in excess of one month on hand or expected demand, subject to a de minimis exception. 
The following products had estimated levels of inventory in the distribution channel in excess of one month on hand as of (1) in the case of the Company's 
U.S. Pharmaceuticals products, December 31,2007 and (2) in the case of the Company's International Pharmaceuticals, Nutritionals and ConvaTec 
products, December 31,2007 and/or September 30,2007. 

At December 31,2007, KENALOG had approximately 1.1 months of inventory on hand in the U.S. wholesaler distribution channel. The estimated 
value of KENALOG inventory in the U.S. wholesaler distribution channel over one month on hand was approximately $0.3 million at December 31,2007. 
The increased level of inventory on hand at December 31,2007 was due to the volatile demand for the product in the fourth quarter of 2007 as a result of a 
temporary product supply shortage. The Company expects to work down wholesaler inventory levels to one month on hand or less in the first quarter of 
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HEALTH CARE GROUP 

^^SSSSSSSr-
Care SSf ,0% " $3'7M *» ̂  ̂  C°mbined 2006 »™ *» - Health 



Table of Contents 
Nutritionals 

The composition of the change in Nutritionals sales were as follows: 

Analysis of % Change 

Total Chanel?. Volume Erics Foreign r.Tehanoi-

as follows 

2Q02jis~200& - . _ _ mi. _"1 3%. ...4% 
2006 vs. 2005 6% 2% 3% 1% 

Key Nutritionals product lines and their sales, representing 96%, 96% and 95% of total Nutritional sales in 2007,2006 and 2005, respectively, were 

PoHara in Minions _299Z_ _2989l_ _2995_ 2907 YS. Zftftfr . 2006 vs. 2QOS 

InfantFonmrlas „ $1,786 $1,637 . H576 9% 4% 

ENFAMIL 1,082 _ 1,007 992 7% 2% 
Toddler/Children's Nutritionals 693 606 529. 14% 15% 

ENFAGROW 295 262 206 13% 27% 

i  , W N u t r i t i o n a l s  s a l e s  i n c r e a s e d  1 0 % ,  i n c l u d i n g  a  3 %  f a v o r a b l e  f o r e i g n  e x c h a n g e  i m p a c t ,  t o  $ 2 , 5 7 1  m i l l i o n  i n  2 0 0 7  f r o m  2 0 0 6 .  I n  2 0 0 6  
Worldwide Nutritionals sales were $2,347 million, an increase of 6%, including a 1% favorable foreign exchange impact, from $2,205 million in 2005. 

International Nutritionals sales increased 15%, including a 6% favorable foreign exchange impact, to $1,443 million in 2007 from 2006, primarily due 
to increased sales of toddler and children's nutritional products and ENFAMIL, the Company's best selling infant formula. In 2006 international 
Nutritionals sales increased 11%, including a 3% favorable foreign exchange impact, to $1,256 million from $1,135 million in 2005, primarily due to 
increased sales of children s nutritional products. 

U S. Nuuitionals sales were $1,128 million, $1,091 million and $1,070 million in 2007,2006 and 2005, respectively. The 3% increase in sales in 
2007 and the 2% increase in sales in 2006 were primarily due to increased sales for ENFAMIL. 

ConvaTec 
The composition of the change in ConvaTec sales was as follows: 

Analysis of % Change 
Total Change Volume Prlct Foreign Eithaww 

2007 vs. 2006 . . iq% 6% fl)% 5% 

2006 vs. 2005 6% s% IT ,% 

ConvaTec sales by business and key products sales for the years ended December 31 were as follows: 

Dollars in Millions 2097 2099.., 2995. 2007 vs. 2006* """'loos vs. 20QS 
ConvaTec $1,155 $1,048 $992. 10% 6% 

0stomy 594 554 550 7% 1% 
Wound Therapeutics 488 441 416 11% 6% 

Worldwide ConvaTec sales increased 10%, including a 5% favorable foreign exchange impact, to $1,155 million in 2007 from 2006. Ostomy sales 

increased 7 A to $594 million in 2007, including a 6% favorable foreign exchange impact. Sales of wound therapeutic products increased 11%, including a 

6 A favorable foreign exchange impact, to $488 million in 2007 from 2006, primarily due to continued growth of the AQUACEL Franchise In 2006 

Worldwide ConvaTec sal^ mcreased 6%, including a 1% favorable foreign exchange impact, to $1,048 million from $992 million in 2005, primarily due to 

sales of Flexi-Seal and AQUACEL. 7 

International ConvaTec sales increased 11 %, including a 8% favorable foreign exchange impact, to $784 million in 2007 from 2006, primarily due to 
continued growth of AQUACEL. In 2006, international ConvaTec sales increased 4%, including a 1% favorable foreign exchange impact, to $705 million 
from 2005, primarily due to growth of AQUACEL. 

.... US. ConvaTec sales increased 8% to $371 million in 2007 from 2006, primarily due to Flexi-Seal and continued growth of the AQUACEL brand. In 
2006, U.S. ConvaTec sales increased I0/o to $343 million from 2005, primarily due to Flexi-Seal and continued growth of the AQUACEL brand. 
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2007 2000 2005 
% Change 

2007 vs. 2000 lIHSi v. mm 
$10,808 . —$ 9,140 .. $ as24 .. 185fc i8)% 

_ 56% . . .53% _ 53%. _ 
i8)% 

4,635 4,518 . . 5411 3% "" (12)% 
24% . 26% 28% 

"" (12)% 

.. 1,104. .1,580 1,561 
8% 

8% 1% 
. 9% 9% . 

1,561 
8% 

1% 

- 2,201 2,018 ifioa 9% ' 

11% 12% 11% 

$19448.. $17456 ~ $18,605 12% (7)% 

Geographic Areas 

j. . g®neral> Company's products are available in most countries in the world. The largest markets are in the U.S. France Canada Snain Janan 
Italy, Mexico and Germany. The Company's sales by geographic areas were as follows: ' ' * P ^ * 

Dollars in Millions 
United States 

% cf Total 
Europe, Middle East and Africa 

% $f Total 
Other Western Hemisphere 

% of Total 
Pacific 

% of Total 

Total 

ERBITUX*' AVAPROVAY^At JAF*° ^VI" incr,ease^ PLAVIX* sales the continued growth of ABILIFY*, the SUSTIVA Franchise, 
tsKBllUA , AVArKU /AVALIDE and REYATAZ, as well as sales of newer products, BARACLUDE, ORENCIA and SPRYCF.l. nartiallv offset hv 
affi2T',te±Sf VAdecr^ 8°iprimari,y as «he?ossyof 
exclusivity ot PRAVACHOL in April 2006, partially offset by growth of the remaining pharmaceutical products, including recently launched products. 

Sales in Europe, Middle East and Africa increased 3%, including an 8% favorable foreign exchange impact. Excluding the impact of foreign 
exchange, the decrease in sales was primarily due to increased generic competition for PRAVACHOL and TAXOL® (paclitaxel), partially ofTset bv sales 

dS SSTvSSTSSSS SPrRYr,EL',^YATAZ'the 8USTIVA Franchise and ABILIFY*. In 2006, sales decreased 12% as a result of sales 

rm ASwrvi"th£ 0Ulfr W®?ffn Hemisphere countries increased 8%, including a 4% favorable foreign exchange impact, primarily due to increased sales 
of PLAVIX m Canaifa and Mexico and key nutritional products and AVAPRO*/AVALIDE* in Canada, partially offset by the discontinued 
thid^r™3 ^ ? of TEQUIN. In 2006, sales increased 1%, including a 3% favorable foreign exchange impact. Excluding the impact of foreign exchange 

AV^RO*/A VALIDI^ in°S^^ anVkey^ut^fonS proAidB^^ ^ ̂  ph— ^ & -re£ed sales ST 
Sales in the Pacific region increased 9%, including a 5% favorable foreign exchange impact, primarily due to increased sales of BARACLUDE in 

China, Japan and Korea and1 keynutritional products, partially offset by decreased sales of TAXOL® (paclitaxel) and PRAVACHOL due to increased 
generic competition. In 2006, sales remained consistent compared to 2005. 
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Expenses 

Dollars inMUliom 

Cost of products_sold_ 

%.of Net Sales 
Marketing, selling.and administrative _ 

% of Net Sales. __ 

MOT 
..$ 6,21$-

. % of Net Sales 
Research and development 

% of Net Sales 
Acquired in-process research and development 

% of Net Sales . 
Provision for restructuring, net 

% of Net Sales 
Litigation expense, net 

% of Net Sales. 
Gain on sale of product, assets and businesses 

% of Net Sales 
Equity in net income of affiliates 

% of Net Sales 
Other expense, net 

% of Net Sales 
Total Expenses,net 

% of Net Sales 

32.1% , 
$ 4,855 . 
. 25.1% .. 

1.146$—-

.... 7.6% 
$ 3,282.. 

.17.0% 
$ 230 . 

1.2% 
$ 183 . 

0.9%, 
14 

0.1% 
(223). 

(1.4)% 
(524) 

(2,7)% 
$ 364 . 

1.8% 
$15,814 

81.7% 

$ 

$ 

MB* 

. .33.3% 
$ 4,8110 

27J3%. 
$.1,340—. 

78%. 
$.2,991... 

17.3% 
$ — 

$. 59 ; 

0.3% 
$ 302 

1.8% . 
$ (200) . 

(1.2)% 
$ (474) 

(2.7)% 
S 299 .. 

1.7% 
$14,856 

86.1% 

MM _ 

$ 5,737 ... 

-308% 
.$4,989 . 
._ .. 26.8% 
$ 1464 ... 

7.9% 
$ 2478 

14.4% 
$  —  . .  

$ 32 . 
0.2% 

$ 269 
...L5% 

$ (569) 
. (3.1)%. 

$ (334) 
(18)% 

35 
.0.2% 

$14301 
76.9% 

% Change 

.2(1(17 vt, MIHi. . 2«o<iv«.M(w 

8% . 

$ 

1% 

122$ 

10% 

W "" 

(95)% 

(37)%. 

(11}% 

22% 

(4)% 

12% 

84% 

12% 

65% 

(42)% 

*• Change is in excess of200%. 

" ^°St„°ufp?ud!!utS Sold'35 a P®rcenfctge°f sales, decreased to 32.1% in 2007 compared to 2006. The margin improvement was primarily due to sales 
w^s./ 6 ^arg,ln pr<^°te' ^eluding increased sales of PLAVIX*. In 2006 and 2005, cost of products rold as a percentage ofsales wS 33 3% 

* 2°7'&e ?Tpan? included 591 "I"""", or 0.5% as a percentage ofsales, of certain coftein cost 
were reported in marketing, selling and administrative expenses in the prior year results. In addition to the reclassification the increase was primarily due 
relld^t^ m,X'iDCluding l0Wer Sa,eS of PLAVDC* and impairment charges for TEQUIN and EMS AM* 

• Marketing, selling and administrative expenses increased 1% to $4,855 million as compared to 2006, primarily due to an unfavorable imnact of foreign 
exchange and higher marketing expenses, partially offset by lower sales force expenses. In 2006, marketing, selling and administrative extienses 
decreased 4 A to $4,800 million from $4,989 million in 2005, primarily due to above-mentioned reclassification lower sales force exnenses resulting 
P^VM^eni°US!rt^°UI£e<! [eS^"CtUnng of;h® U'S- Pnmary care sales organization that became effective inMarch 2006 and lower expenses for 
of^swfre25 TlmS K,TCt t ̂  777 °n °ption !*pensing. Mariceting, selling and administrative expenses asa^centage 
ofsales were 25.1 A, compared with 27.8 A, which included a 0.5% decrease from the reclassification, and 26.8% in 2006 and 2005, respectively. 

• Advertising and product promotion expenditures increased 9% to $1,465 million as compared to 2006, primarily driven bv increased soendinv for 
dmect-to-customeradverttsmgforPLAVIX*, ABILIFY* andORENCIA,investments tosupportIheCflSrSsSSLe, 
products in Europe and mi unfavorable impact of foreign exchange in 2007. In 2006, advertising and product promotion exp'entouresdecreased 8% to 
m'mahire hranHc mp^eftl° <r n? "?llhon m 2.005. pnmanly driven by the divestiture of the Consumer Medicines business in 2005 and lower spending 
on mature brands, partially offset by increased investments in new products including ORENCIA and SPRYCEL. 

• The Company's investment in research and deVelopment was $3,282 million in 2007, an increase of 10% over 2006 In 2006 the investment in research 
CmS'S W3S , Whlch repres<rnted a ,2% increase over 52,678 million in 2Q05. The increases in both 2007 and 2006 reflect the 
Company s strategy with continued investments m late-stage compounds and developing a pipeline in disease areas that address significant unmet 
£Sg£t£i SUSS ™ ̂  Wiii~ 
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cS of t l l SffiSSLrffcT' f ̂  Isis. Research and development costs also included 
Global in 2006 and Medarex and Pierre Fabre in 2005 R^efffi^ of upfront and milestone payments to Exelixis and Solvay 

' SSrSSSSS-"X"F2m• l™T^l~'» 
research facilities and the sales and marketing organizations ThePTT io expenses and to rationalize the Company s manufacturing network, 
avoidance by 2010. For addS XS RS" bi"ion ® «} ?*$»* and cost 
information on the PTI, see "-Productivity Transformation MtiXe^ove Statements-Note 3. Restructurmg" and for additional 

' j" 2006 and $269 million in 2005. The $14 
million net expense in 2006 consisted of an increase to the pnemg and sales litigations. The $302 

mltTer.TSCtiKefexS^oVl^oS 

SETKSSfi^ 
• The gain on sale of product assets of $273 million ($161 million net of tax) in 2007 was for the sale of the RIIFFFR rw* ,nH evrent TM. u j • 

of tax) in 2005 was retated to the sale of t£ CtSK of $56J million <$370 ^i'on  net 
8. Financial Statements-Note 4. Acquisitions and Divestiture." additional information on these transactions, see "Item 

equity investment in ImClone. In 2006, the $140 million increase in eouitv in net partially offset by decreased net income from the 

<sp?s m is<r» «* «* >—«" 
administrative expenses and research Mid development expenses Stock-basedcom^itiWx^/T ^ "It"^ of f oduct ,soldi marketing, selling and 
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remiits^het^^f*5 ende^tecer?ber I} ,2007,2006 and 2005, the Company recorded several expense/(income) items that affected the comparability of 

Am»l^ x7e,m;WiU ^ s® ^™ followmgtable- For a discussion of these items, see "Item 8. Financial Statements—Note 2. 

Alliances and Investments, Note 3. Restructuring and Other Items;" "—Note 4. Acquisitions and Divestitures*" " Note 8 Income Taxes*" " Note 9 

CrahngMcies " entS Marketable Securities;" "—Note 15. Short-Term Borrowings and Long-Term Debt;" and "—Note 22. Legal Proceedings and 

Y*nr rw.—t,.,, i r -ton7 

Palters J11 Millions. 
Productivity Transformation 

Initiative: 

Downsizing and streamlining 

of worldwide operations 

Accelerated depreciation and 

asset impairment 

Process standardization 

implementation costs 

Other: 

Litigation settlement 

Insurance recovery 

Productliability 

Upfront and milestone 

payments and acquired 

in-process research and 

development 

Auction rate securities 

impairment 

Downsizing and streamlining 

of worldwide operations 

Aecelerated depreciation, asset 

impairment and contract 

termmation 

Gain on sale of properties and 

product assets 

Costal 
products 

Marketing, 
selling 

and 
Research 

and 

Acquired 
in-process 

research and 
told admillWtrntlYf develnnment development 

$ — $ 

102 

102 

Provision 
for 

restructuring, 
•"* 

139 

Gain 
on sale of 

Litigation product 
expense, assets and 

net businesses 

8 

5 

13 139t 

Other 
expense, 

Total 

$ 145 

110 

37 

292 

32 

33 

32. 
162 . 23.0 

n 

$ 179 $ 13 $ 162 $ 230 S 

44. — — 

- - (273) 

W J4 $ (273) 

23 

(9) 

331 

Income taxes on items above 

Change in estimate for taxes on a prior year item 

(Increase)/Decrease to Net Earnings from Continuing Operations 

14 

(11) 
15 

— 392 

275 275 

— 44 

100 

(282) 

839 

(33) 

(39) 

$ 767 

t; tan/. 

Dollars in Millions 
Litigation Matters: 

Pharmaceutical pricing and sales 

litigation 

Product liability 

Claim for damages 

Commercial litigations 

Insurance recovery 

Other: 

Debt retirement costs 

Accelerated depreciation, asset 

impairment and contract 

termination 

Upfront and milestone payments 

Downsizing and streamlining of 

worldwide operations 

Gain on sale of product asset 

Cost of 
products 

Marketing, 
selling and 

administrative 

Research 
and 

dmliinment 

Provision for 
restructuring, 

"C 

$ . — $ — 

Litigation 
expense, 

0£l 

353 

Gain on 
sale of 

product 
assets and 
businesses 

$ — 

(14) 

(37) 

302 

167 

$ 167 

15 

70 

85 

Income taxes on items above 

Change in estimate for taxes on prior year items 

Other 
expense, 

0£l 

II 

13 

24 

220 

59 — — _ 

— — (200) — 

59 $ 302 $ (200) $ 244 

Total 

$ 353 

11 
13 

(14) 

(37) 

326 

220 

186 

70 

59 

(200) 

661 

(149) 

39 

$ 551 
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Dollars in Millions 
Litigation Matters:.. 
Private litigation and governmental investigations 
ERISA iiafilityattdothermatlers . 
Pharmaceutical pricing and sales litigation 
Insurance recoveries 

Other: 

Accelerated depreciation and asset impairment 
Debt retirement costs 
Downsizing and streamlining of worldwide operations 
Upfront and milestone payments 
Loss on sale of fixed assets . 
Gain on sale of equity investment 
Termination of muraglitazar agreement 
Gain on sale of Consumer Medicines businesses 

Income taxes on items above 
Adjustment on taxes on repatriation of foreign earnings 

(IncreaseVDecrease to Net Earnings from Cnntiniiing Operations 

Cost of 
products 

Provision 
Research for Litigation 

and restructuring, expense, 
development net "<•' 

$ — . $ . — 

96 

1 

$ 102 $ 

.. 14 

14 
44 

72 

Gain on 
sale of 

product 
assets and 
hgimjgj 

$ 558 
2ft 
12 

(321) 

269 

.32 .. — — 

—  — . . . . .  ( 5 6 9 )  

32 $ 269 $ (569) 

18 
m 

(143) 

Total 

$558 

2ft 

12 

mi) 

269 

lift 

69 

47. 

44 

18 

(27) 

(138) 
(5®) 

$ (83) (177) 

126 
(135) 

$(186) 

Earnings From Continuing Operations Before Minority Interest and Income Taxes 

Earnings From Continuing Operations 

Dollars in Millions 2(ty7 29011 2005 2fM17 vs. 2099 200* v* 209s 
Pharmaceuticals . . .  . $ 3 4 2 1 .  $ 2 569 $ 3,739 35% (31)% 

Nutritionals 
ConvaTee 

708 
348. 

696 
315 

677 . 
288 

2% 
10% 

. . 3% 
9% 

Health Care Group 1,056 1,011 965 4% 5% 

Total segments 
Corporate/Other 

4,527 
(993) 

3480 
(1,180) 

4,704 
(400) 

26% 
16% 

(24)% 
(195)% 

Total $3,534 $ 2,400 $4404 47% (44)% 

in 2007, earnings from continuing operations before minority interest and income taxes increased 47% to $3,534 million from $2,400 million in 2006. 
The increase was primarily driven by increased PLAVIX* sales, strong sales growth of other key products, improved gross margins and an increase in 
equity in net income of affiliates, partially offset by the net impact of items that affect the comparability of results as discussed above, investment in 
advertising, product promotion, and research and development. 

In 2006, earnings from continuing operations before minority interest and income taxes decreased 44% to $2,400 million from $4,304 million in 
2005. The decrease was primarily driven fry the net impact of items that affected the comparability of results as discussed above, lower net sales for 
pharmaceutical products resulting from lower PLAVIX* net sales and loss of exclusivity of PRAVACHOL, and increased spending on research and 
development, partially offset by an increase in equity in net income of affiliates and lower advertising and promotion expenses. 



Pharmaceuticals 

2007 prim^l^due to^ncreased^L^VK^saleT^ons Growth5 fT"v 35%5S3'4-?1 milH°nto2007 from2006" ™eincrease*> 
equity fa. net income of affiliaL?p^™st«b^acquired'Tl P°"3nd 311 tacrease 

saf=sssssasa&^ 
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Nutritionab 

Earnings from continuing operations before minority interest and income taxes increased 2% to $708 million in 2007 from 2006, primarily due to 
growth of key products, partially offset by lower gross margins, primarily due to higher dairy costs, increased investment in advertising and product 
promotion and the establishment of an allowance for a doubtful account in 2007. Earnings from continuing operations before minority interest and income 
taxes increased 3% to $696 million in 2006 from $677 million in 2005, primarily due to sales growth of children's nutritional products, partially offset by 
increased investments in advertising expense and research and development programs. 

ConvaTec 

Earnings from continuing operations before minority interest and income taxes increased 10% to $348 million in 2007 from 2006 primarily due to 
increased growth of key products and improved gross margins, partially offset by increased investment in research and development programs and in 
product promotion. Earnings from continuing operations before minority interest and income taxes increased 9% to $315 million in 2006 from $288 million 
in 2005, primarily driven by increased sales. 

Corporate/Other 

Loss from continuing operations before minority interest and income taxes decreased to $993 million in 2007 from 2006. The 2007 and 2006 results 
included gams on sale of product assets of $273 million and $200 million, respectively. The additional difference was primarily due to debt retirement costs 
and increases in reserves for a pricing and sales litigation settlement, both in 2006, and lower net interest expense in 2007, partially ofTset by impairments of 

an^ °^ier properties, and higher restructuring charges. Loss from continuing operations before minority interest and income taxes increased to 
$1,180 million in 2006 from $400 million in 2005, primarily due to lower gain on sale of a product asset in 2006 compared to the gain on sale for Consumer 
Medicines business m 2005, higher debt retirement costs in 2006 compared to 2005, and a $143 million income item in 2005 resulting from the termination 
of the muraglitazar collaborative agreement, as well as lower insurance recoveries in 2006 as compared to 2005, partially offset by lower litigation charges 
m 2006 compared to 2005. ° 

Income Taxes 

.The™!Bc,i^e-i"com?tax rate 00 earnings from continuing operations before minority interest and income taxes was 22.7% in 2007 compared with 
22.4 A in 2006 and 20.2% m 2005. The 2007 tax rate was unfavorably impacted by the impairment on the Company's investment in certain ARS with no tax 
benefit and the non-deductible write-ofT of acquired in-process research and development expenses related to the acquisition of Adnexus, partially offset 

j of S105 m]ll!°.n m the first quarter of2007 due to the favorable resolution of certain tax matters with the U.S. Internal Revenues Service 
(IRS) related to the deductibility of litigation settlement expenses and the impact of foreign tax credits. The effective tax rate for 2006 was unfavorably 
impacted by the elimination of tax benefits under Section 936 of the Internal Revenue Code, the treatment of provisions for a portion of certain litigation 
reserves as non-deductible, partially offset by favorable U.S. tax legislation enacted in 2006 related to the tax treatment of certain intercompany 
transactions amongst the Company's foreign subsidiaries, and the implementation of tax planning strategies related to the utilization of certain charitable 
contributions. The increase m the 2006 effective tax rate from 2005 was primarily due to the aforementioned Section 936 benefit elimination, the treatment 
of provisions for a portion of certain litigation reserves as non-deductible, tax benefits in 2005 associated with the settlement of an IRS examination and a 
favorable adjustment in 2005 to taxes on special dividends under the American Jobs Creation Act of2004, partially offset by favorable U.S tax legislation 
enacted in 2006 related to the tax treatment of certain intercompany transactions amongst the Company's foreign subsidiaries, and the 0ftax 
planning strategies in 2006 related to the utilization of certain charitable contributions. 

The Company has recorded significant deferred tax assets at December 31,2007 related to U.S. foreign tax credit carryforwards of approximately 
$1,140 million, U.S. research tax credit carryforwards of approximately $275 million and charitable contribution careyforwards of $80 million The 
charitable contribution carryforwards expire in varying amounts beginning in 2009, while the foreign tax credit and research tax credit carryforwards expire 
m varying amounts beginning in 2012. The foreign tax credit and research tax credit have been reduced due to derecognition under FIN No 48 Realization 
of these credits and the charitable contribution carryforwards is dependent on generating sufficient domestic taxable income prior to their expiration 
Although realization is not assured, management believes it is more likely than not that these deferred tax assets will be realized. The Company anticipates 
increasing its level of domestic profitability over time by undertaking actions such as its PTI, increasing its biologies manufacturing capacity in the U.S. and 
implementing tax planning strategies. While increasing domestic profitability will likely cause the Company's effective tax rate to increase, it will also 
further enhance the Company's ability to utilize its foreign tax credit, research tax credit and charitable contribution carryforwards. 
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Minority Interest 

Minority interest, net of taxes increased to $763 million in 2007 from 2006, primarily due to higher earnings in the Company's partnership with 
Sanofi for the territory covering the Americas. In 2006, minority interest, net of taxes decreased to $440 million from $592 million in 2005, primarily due to 
lower earnings m the Company's partnership with Sanofi for the territory covering the Americas. The changes in the three years reflect the negative impa<-t 
ofgenericclopidogrelbisnlfate from August 2006 to mid-2007. 

Discontinued Operations 
In December 2007, the Company entered into a definitive agreement with Avista for the sale of its Medical Imaging business for a purchase price of 

approximately $525 million in cash, subject to customary post-closing adjustments. The closing of the transaction was completed on January 7,2008. As a 
result of this transaction, the Company expects to recognize a pre-tax gain of approximately $20 million to $40 million ($30 million to $50 million loss net 
of tax) in the first quarter of 2008, subject to the post-closing adjustments. Medical Imaging was previously included in the former Other Health Care 
operating segment. 

In May 2005, the Company completed the sale of OTN to One Equity Partners LLC for cash proceeds of $197 million, including the impact of a 
preliminary working capital adjustment. The Company recorded a pre-tax gain of $63 million ($13 million net of tax), that was presented as a gain on sale 
of discontinued operations in the consolidated statement of earnings. OTN was previously presented as a separate segment. 

The following summarized financial information related to the Medical Imaging and OTN businesses have been segregated from continuing 
operations and reported as discontinued operations through the date of disposition and do not reflect the costs of certain services provided to Medical 
Imaging and OTN. Such costs, which were not allocated by the Company to Medical Imaging and OTN, were for services, which legal counsel, 
insurance, external audit fees, payroll processing, certain human resource services and information technology systems support. 

Dollars in Millions 
Net sales. 

Eamings/(loss) before incomes taxes 
Provision for income taxes 

Net earnings/(loss) from discontinued operations 

7097 MW1S tans 
$629 $658 $1,617 

$273 $235 $ .204 
.76 72 . . 59 

$197 $163 $ 145 

Financial Position, Liquidity and Capital Resources 
Cash, cash equivalents and marketable securities were approximately $2.2 billion at December 31,2007, compared to $4.0 billion at December 31 

2006. The Company continues to maintain a sufficient level of working capital, which was approximately $1.7 billion at December 31,2007, decreasing' 
from $3.8 billion at December 31,2006. In 2008 and future periods, the Company expects cash generated by its U.S. operations, together with existing cash 
cash equivalents, marketable securities and borrowings from the capital markets, to be sufficient to cover cash needs for working capital, capital 
expenditures (which the Company expects to include substantial investments in facilities to increase and maintain the Company's capacity to provide 
biologies on a commercial scale), milestone payments and dividends paid in the U.S. Cash and cash equivalents, marketable securities, the conversion of 
other working-capital items and borrowings are expected to fund near-term operations outside the U.S. 

As of December 31,2007, the Company had approximately $14.1 billion of undistributed earnings of foreign subsidiaries for which taxes have not 
been provided as the Company has invested or expects to invest these undistributed earnings permanently offshore. If, in the future, these earnings are 
repatriated to the U.S., or if the Company determines such earnings will be remitted in the foreseeable future, additional tax provisions would be required. 
Due to complexities in the tax laws and the assumptions that would have to be made, it is not practicable to estimate the amounts of income taxes that would 
have to be provided. 

Cash and cash equivalents at December 31,2007 and 2006 primarily consisted of bank deposits, time deposits and money market funds Cash 
equivalents are primarily highly liquid investments with original maturities of three months or less at the time of purchase and are recorded at cost which 
approximates fair value. The Company maintains cash and cash equivalent balances in U.S. dollars and foreign currencies which are subject to currency rate 
risk. In January 2008, the Company converted a substantial portion of its cash equivalents from money market funds to U.S. Treasury bills and similar 
investments. 



rated u. Decer"ber 31.2007 consisted of U.S. dollar-denominated floating rate securities (FRS), which are primarily 'AAA/Aaa' 
r n  " r  s e c u r i t i e s w i t h  c o u p o n s  l h a t  a r e  r e s e t  p e n o d i c a l l y  a g a i n s t  a  b e n c h m a r k  i n t e r e s t  r a t e .  T h e  u n d e r l y i n g  a s s e t s  o f  t h e  C o m p a n y ' s  
FRS• consistof primarily uwestment grade corporate bonds and loans. The carrying value of FRS was reduced by $25 million, from $362 million to$337^ 
imlhon at December 31,2007, reflecting the change in fair market value. The Company assessed tod^rin to^ 
recorded a pre-tax $25 million reduction ($ 16 million net of tax) in shareholders' equity in accumulated other comprehensive income (OCI^ 
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_ As Previously disclosed, in September 2006, the Company and Sanofi each posted $200 million towards a $400 million bond with the U S Distort 

0f*eWY°rkP5istrict®°»rt><»'«****'•™«PPoArfltoprelimina^,EjSonfe^donOsUMe TOscXeml 

was reported as marketable securities on the Company s consolidated balance sheet at December 31,2006. As a result of the outcome of the PLAVIX* 

patent litigation noted above, on June 21,2007, the District court ordered release of the $400 million bond and release of the issuer of the bond from anv 

terminated connec on w,th the bond- As such> ^ Company's obligations under the collateral arrangements with respect to the bond were effectively 

In addition, at December 31,2007, the Company had $811 million of principal invested in ARS. The ARS held by the Comnanv are nrivate 

placement securities with long-term nominal maturities for which the interest rates are reset through a dutch auction each month^Themonthly auctions 

sun^rt^ hv U ^ secnrities-1,16 Company's investments in ARS represent interests in collateralized debt obligations 
2l!iy pools of residential and conraereial mortgages or credit cards, insurance securitizations and other structured credits, including corporate 
bonds. Some of the underlying collateral for the ARS held by the Company consists of sub-prime mortgages. corpo 

r Cv.°nSiSuriWith,the Cpropany'5 '"vestment policy guidelines, the ARS investments held by the Company all had AAA/Aaa credit ratines at the time 

The estimated market value of the Company's ARS holdings at December 31,2007 was $419 million which reflects a $392 mini™ ,rfi„ctm™» m tk. 
ofhpT—ihaV3fUe 0f$8U milliOn- A1Vh0Ugh ARS con,inue«° P"y interest according to theSdStaSon^aSn mS l^LnSto? 

the nnrtinn 'mpai^n'faitors',he Company has recorded a pre-tax impairment charge of $275 million in the fourth quarter of2007 reflecting 

il^m1 fr / Company has concluded have an other-than-temporary decline in value. In addition, the Company recorded an 

Ih?fi! ^ of $117 million (pre-tax and net of tax) in accumulated OCI as a reduction in shareholders' equity, reflecting adjustments to ARS holdines 

,i „ Historically^ given the liquidity created by the auctions, ARS were presented as current assets under marketable securities Given the failed auctions 

from ^rirembli^ciidbes to^on-curren^oOier^'s^s3^1' aUCti°n ** ̂  the en,Ire ofsuch ARS has been reclassified ' 

ITr' marketS h3Ve continued to deteriorate in 2008. If uncertainties in these credit and capital markets continue, these markets 

ma?;™™ /Sv f• C.omPany experiences any additional ratings downgrades on any investments in its portfolio (including on ARS) the Company 

^inas 1^Zll^TenT/h '"vestment portfolio, which could negatively affect the Company's financial condition,8Cariiflowand reported 

ncrpmhaTli bel'ev(es,that , °" fj1® Company s current cash, cash equivalents and marketable securities balances of $2.2 billion at 
December 31,2007 and expected operating cash flows, the current lack of liquidity in the credit and capital markets will not have a material imnact nn rtv 

Company's liquidity, cash flow, financial flexibility or its ability to fund its operations, including the dividend P 

The ' ,2008' C o m p a n /  c ° n ! pl®ted tbe sale and leaseback of an administrative facility in Paris, France, for approximately €155 million 

rv! p gai,n' "( ch Ihc majority will be deferred and will reduce future lease rental costs over the lease period In December 
2006, the Company completed the sale and leaseback of several administrative facilities in New Jersey for $283 million which resulted in a ore-tax nam 

1*2 years anS On $ mllllon'of whlch $145 million was deferred and will reduce future lease rental costs over the lease periods ranging from fl to 

, Short-term borrowings at the end of2007 and 2006 were $1.9 billion and $187 million, respectively. The Company maintains cash balances and 

2008~tbe^400emS?onSof 4 00°/SNotp^0HiTpe7or>R°rr0^V ^ °JU0% Yen Notes>du® 2008; the $3fmS ofF43%YSNotesSe 
3tt nf of 4 00% Notes, due 2008, and associated unamortized discount and interest rate swap valuation; and the $1 2 billion of Floating 

Rate Convertible Debentures, due 2023 (with a 2008 put/call), were reclassified from long-term debt to short-term borrowings in 2007. 

Long-term debt was $4.4 billion at December 31,2007 compared to $7.2 billion at December 31,2006. The $2.8 billion reduction was primarily due 

Ba^ TeraTS!X 2oTo.tCm b<5rr0WmgS n0ted above and the s®Ptember 2007 repayment of the remaining $1.3 billion balance of the Floating Rate 



, _,0.IJ1"ng!he l°u"h^uartf 2006, the Company restructured its long-term debt by retiring all of its outstanding $2.5 billion principal amount of 
M?- through a cash tender offer ami subsequent redemption and issuing €500 million aggregate principal of4.375% Notes due 2016 

€500 million aggregate principal of4.625% Notes due 2021, as well as $1.25 billion aggregate principal of 5.875% Notes due 2036. The Company incurred 
an aggregate pre-tax expense of approximately $220 million in 

63 



Table of Contents 
connection with the early redemption of die 2011 Notes and termination of related interest rate swaps, which included the write-ofT of the related 
SSFSS C0Ste deferred l0SS 0113,1 interest rate l0Ck-111 addition>the Company repaid $Ub.K£$& biUi^ Hoating Rate 

« A- ^ DrCiem^er 20°l.6' ?? Company replaced its prior $2 billion revolving credit facility with a new $2 billion five-year revolving credit facilitv from a 
Sw J® of lenders, which is extendable on the anmversaiy date with the consent of the lenders. This facility contains customary teims and conditions 

Si!mLt0 ^tPn°r m£ludinS 8 financial covenant whereby the ratio of consolidated debt to consolidated capital cannot exceed 50% at 

During the second quarter of2005 the Company repurchased all of its outstanding $2.5 billion aggregate principal amount 4 75% Notes due 2006 
Se " 811 a8gregate Pre_taX '0SS ofaPProx,mate|y *9 million in connection with the early redeffi o&3iWmfrew!L 

bilbonmT^llrn^"^ d,no7i fre,d f"®' ?® C?TSf' however-has entered int0 flxed to "oating interest rate swaps for $2.6 billion and €1 
$349 million in 2007 7M6^dmo<; * J i f^®?" debt Pre_,ax interest expense, net of interest swap gains, was $422 million, $498 million and 

I" ^ respectively. The decrease in interest expense in 2007 from 2006 was primarily due to the effects of the 2006 debt 
restructuring, and the increase in interest expense m 2006 from 2005 was primarily due to higher interest rates. 

.. .1?<; Moody's Investors Service (Moody's) long-term and short-term credit ratings for the Company are currently A2 and Prime-1 resnectivelv 
Moody s long-term credit rating remains on stable outlook. Standard & Poor's (S&P) long-term and short-term credit ratines for th£rvS^ 
cmrentty A+ and A-l, respectively. In the second quarter of 2007, S&P revised its lon^t^dh ratingouZk to^ 

long-tem credZaringSoutlTOk^ s^le™onfne^tive.^'0mPaily "™ CUrTent'y A+ ^ 'respectiveIy-In third ^007, Fitch revised its * 

Working capital for the years ended December 31,2007 and 2006 were as follows: 

Dollars in Millions 

S i!8s 
The decrease in working coital of $2.1 billion from December 31,2006 to December 31,2007 was impacted by: 

^ marketable securities due to a reduction to the carrying value of floating rate securities and certain other ARS to fair market value 
and the subsequent reclassifications of the remaining value of ARS to other non—current assets. 

Increase in short-term borrowings from long-term debt due to the reclassifications as noted above. 

Increase in accrued royalties resulting from increased PLAVIX* sales. 

Increase in receivables primarily due to increased PLAVIX* sales in the U.S. 

Reclassification of Medical Imaging and other assets and liabilities to held for sale in 2007. 

Na ^onTanuai^ 1^07 ct,ntingencies ftom current US'and m«>me taxes payable to non-current upon the adoption of FIN 

ended DecembeTu® SSI atd^OOsTereas'foUow"0"' discon,inued operations.The Company's cash flow activities for the years 

DollarsioMillions Y68rEndCdDEtfmhcr31i 
Cash flow provided by/(used in): 2W5 

S 3,153 $ 2,083 $1,836 
F Z l S e s  (2°2) 206 M91 

•g activities (3 213) (3,351) (3,637) 

Net cash provided by operating activities was $3.2 billion in 2007 and $2.1 billion in 2006. The $1,070 million increase in 2007 comnared to 7006 i, 
ZbabtZ^f&mfiZ'"85 miIh°n' ™ adjus,raents to net eaminSs ofS8 million and higher net changes in operating assets 
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Net positive changes in adjustments to net earnings in 2007 compared to 2006, of $8 million, mainly included: 

A $288 million negative cash flow variance due to lower litigation settlement expenses in 2007. 

A $259 million positive cash flow variance resulting from impairment charges and asset write-offs mainly from the reduction of the carrying 
value of ARS to fair value and from the impending closure of manufacturing facilities. 

A $230 positive cash flow variance for acquired in-process research and development related to the acquisition of Adnexus in 2007. 

• A $ 180 million negative cash flow variance in deferred income tax benefit. The 2007 adjustments included the deferred tax benefits from the 
restructuring of the Company 's international operations, upfront cash receipts from alliance partners and the resolution of an audit issue with 
the IRS, partially offset by litigation payments. The 2006 adjustments included a net deferred tax charge for the payment of litigation 
settlements offset by the deferred tax benefit on additional litigation accruals, the accrual of additional foreign tax credits and the deferred tax 
benefit on equity-based compensation. 

A $124 million positive cash flow variance due to higher provision for restructuring in 2007 in connection with the PTI. 

Net positive changes in operating assets and liabilities in 2007 compared to 2006, of $482 million, mainly included: 

A $966 million positive cash flow variance from accounts payable and accrued expenses is primarily due to an increase in accrued royalties in 
2007 resulting from increased PLAVIX* sales, higher purchases of raw materials, a significant paydown of payables in early 2006 resulting 
from lower payment of invoices in December 2005 and a reduction of accrued rebates and returns in thp first quarter of2006, primarily 
resulting from lower sales volume. 

A $671 million negative cash flow variance from receivables, primarily due to increased PLAVIX* sales in 2007 and lower collection in 2007 
resulting from lower PRAVACHOL sales. 

AJ$368 million positive cash flow variance in deferred income and other liabilities, mainly due to upfront cash receipts from alliance partners in 

A $132 million negative cash flow variance from inventories, primarily due to an increase in inventories in 2007 in anticipation of new product 
launches and strategic builds for existing products, and the reduction in inventories in 2006 resulting from PRAVACHOL exclusivity loss. 

A $ 108 million negative cash flow variance from income taxes payable, primarily related to payments to settle various tax issues for the 
2002-2003 IRS audit. 

Net cash used in investing activities was $202 million in 2007 and net cash provided by investing activities was $206 million in 2006. The $408 
million negative cash flow variance is primarily attributable to: 

A $432 million negative cash flow variance from the acquisition of Adnexus. 

A $281 million negative cash flow variance for proceeds from the disposal of properties in connection with a sales and leaseback transaction in 

A $280 million positive cash flow variance from licensing milestone payments in 2006 to ImClone and Somerset Pharmaceuticals, Inc. 

Net cash used in financing activities was $3,213 million in 2007 and $3,351 million in 2006. The $138 million positive cash flow variance is mainly 
attributable to: 

A $163 million positive cash flow variance mainly from higher cash proceeds from the exercise of stock options in 2007 compared to 2006. 

Net cash provided by operating activities was $2.1 billion in 2006 and $1.8 billion in 2005. The $247 million increase in 2006 compared to 2005 is 
mainly attributable to significant changes in adjustments to net earnings of $1,398 million and net changes in operating assets and liabilities of $264 million, 
offset by lower net earnings of $ 1,415 million. 

Significant positive changes in adjustments to net earnings in 2006 compared to 2005, of $1,398 million, mainly included: 

A $576 million positive cash flow variance in deferred income tax benefit, due to a lower level of increase in deferred tax benefit in 2006 
compared to 2005. In 2006, there was an increase in deferred tax benefits associated with U.S. research and development, foreign tax credits 
and an increase in litigation reserves. In 2005, there was an increase in deferred tax benefits associated with the reversal of the tax liability 
related to the repatriation of special dividends under the AJCA. 

A $425 million positive cash flow variance, due to lower gain on sale of a product asset in 2006 as compared to sale of a business in 2005. 

A $ 143 million positive cash flow variance for deferred income recognized related to the termination of the muraglitazar collaborative 
agreement in 2005. 
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Net positive changes in operating assets and liabilities in 2006 compared to 2005, of $264 million, mainly included: 

^S5SS5^^^ss^^tabj^ssifir2L?s£s:?sfSissssro,*M'j,,fl,fc"-a,,06«''te,»A*-a-
• isa 

Net cash provided by investing activities was $206 million in 2006 compared to net cash provided of SI 191 million in ?nn<; n,» «o« n-
negative cash flow variance is primarily attributable to: provioea oi »i, i y i million in 2005. The $985 million 

• A $281 million negative cash flow variance mainly from the sale of marketable securities in 2005. 

M^cL*0^in"iT2VM5anCe &0m ^ PTOCeedS f°r 'he 8316 °f 3 Pr0dUCt 38561 in 2006 comPared "> sale of the Consumer 

A $280 million negative cash flow variance from milestone payments in 2006, primarily related to ImClone. 

• A$281 million positive cash flow variance for proceeds from the disposal of properties in connection with a sale and leaseback transaction in 

was maiSyrSita^ib?e^ofnC'n8 act'v*des was $3,351 miflion in 2006 compared to $3,637 million in 2005. The $286 million positive cash flow variance 

A $ 1,655 million positive cash flow variance from the repayment of short-term borrowings in 2005. 

pending^Ht^atioi^and^n^stigat^nsi'includfnglihe^c^ane^gc^to t^PLA^X^'mUent^nd/or^he oolfnt,^ ̂ cptymM. by 11)6 OWCOme of 

22. Legal Proceedings and Contingencies." 
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Contractual Obligations 

Payments due by period for the Company's contractual obligations at December 31,2007 were as follows: 

Dollars in Millions 
Short-term borrt^yings 

Long-term debt 

Purchase obligations 

Stand-by letters.of cred^performance guarantees 

Uncertain tax positions 

Pension and other, liabilities 

Total 

Tatal ... inns 
$-1,891 $1,891-. 
.. .4381 — 

.. 204 . 1 4 3 .  
3.415 830 
.236 175.. 

.. 195 195 
- 1,253. 126 

$12,075 $3,360 

OhIigaHmw Rrntrino hv PprinH 

.9 
.116. 

514. 
45 

—31. 
. 90 
.. 488 

10 

173 .117 

2«H 

!$-«•. ; 

-- 22-

4 7 1 .  
3 

113 

2012 

-71. 
434 

I 

111 

later Ytfin 

-$ 

-4341 

212 
.678 

2 

. 613 

$659 $617 $ 5,846 

0) 

(2) 

The current portion of long-term debt obligations is included in short-term borrowings on the Company's consolidated balance sheet at December 31 2007 and all balances 

indude'dw due'for pa^^d MIifccmSMea'2Sput^«l<:c8dirfcSTO0b''^a,'CmS 8b°Ve exc'udes interest payment obligations. The Company's convertible debenture is 

UnCe,tain P°5i,i0nS'0nly 48 ShOT,",enn UnCCT,al0 benefits ha™ ™ ^ table above TTte long-term 

In addition to the above, the Company has committed to make potential future "milestone" payments to third parties as nart of m-lireneino and 

reasonably estimable, such contingencies have not been recorded on the Company's consolidated balance sheet. 

t o xr F°r 3 fiscussion of contractual obligations, see "Item 8. Financial Statements—Note 15. Short-Term Borrowings and Lone-Term Debt-" " \w 
18. Financial Instruments;" "-Note 20. Uases;" and "-Note 21. Pension and Other Postretirement BeMfit Plan^ Long-Term Debt> ~No,e 

SEC Consent Order 

ssSSSHSSSSS—1assssMaassasresssr 

repOTtsfiS^to^ mcluding: (a) establishing a formal review and certification process of its anJLl Ll quarterly 



The Company maintains IMAs with most of its U.S. pharmaceutical wholesalers that account for nearly 100% of total gross sales of U.S. 
pharmaceutical products. Under the current terms of the IMAs, the Company's three largest wholesaler customers provide the Company with weekly 
information with respect to months oh hand product—level inventories and the amount of out-movement of products. These three wholesalers currently 
account for approximately 90% of total gross sales of U.S. Pharmaceuticals products in 2007,2006 and 2005. The inventory information received from 
these wholesalers, together with the Company's internal information, is used to estimate months on hand product level inventories at these wholesalers. The 
Company estimates months on hand product inventory levels for its U.S. Pharmaceutical business's wholesaler customers other than the three largest 
wholesalers by extrapolating from the months on hand calculated for the three largest wholesalers. In contrast, for the Company's Pharmaceutical business 
outside of the U.S., Nutritionals and ConvaTec business units around the world, the Company has significantly more direct customers, limited information 
on direct customer product level inventory and corresponding out-movement information and the reliability of third-party demand information, where 
available, varies widely. Accordingly, the Company relies on a variety of methods to estimate months on hand product level inventories for these business 
units. 
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The Company believes the above-described procedures provide a reasonable basis to ensure compliance with the Consent. 

As previously disclosed, on June 15,2005, the Company entered into a DPA with the U.S. Attorney's Office for the District of New Jersey resolving 
the investigation by the USAO of the Company relating to wholesaler inventory and various accounting matters covered by the Company's settlement with 
the SEC. Pursuant to the DPA, the USAO filed a criminal complaint against the Company alleging conspiracy to commit securities fraud, but agreed to 
defer prosecution of the Company and dismiss the complaint after two years if the Company satisfied all of the requirements of the DPA. A copy of the 
DPA was filed as Exhibit 99.2 to a Form 8-K filed by the Company on June 16,2005 and is incorporated by reference hereto as Exhibit 1 Ow to the Form 
10-K for the fiscal year ended December 31,2006. Under the terms of the DPA, the Company agreed to retain a Monitor. The Monitor had defined powers 
and responsibilities under the DPA, including to oversee the Company's compliance with all of the terms of the DPA, the Consent and the settlements of the 
derivative action and the Federal securities class action. These powers and responsibilities of the Monitor ended on April 12,2007. The Monitor filed a final 
report with the USAO on June 8,2007. On June 15,2007 the DPA expired and the complaint has been dismissed. The Company has no on—going 
obligations under the DPA. 

Recently Issued Accounting Standards 
At its December 2007 meeting, the Financial Accounting Standards Board (FASB) ratified the consensus reached by the Emerging Issues Task Force 

(EITF) in Issue No. 07-1, Accounting for Collaborative Arrangements Related to the Development and Commercialization of Intellectual Property. The 
EITF concluded that a collaborative arrangement is one in which the participants are actively involved and are exposed to significant risks and rewards that 
depend on the ultimate commercial success of the endeavor. Revenues and costs incurred with third parties in connection with collaborative arrangements 
would be presented gross or net based on the criteria in EITF 99—19, Reporting Revenue Gross as a Principal versus Net as an Agent, and other accounting 
literature. Payments to or from collaborators would be evaluated and presented based on the nature of the arrangement and its terms, the nature of the 
entity's business and whether those payments are within the scope of other accounting literature. The nature and purpose of collaborative arrangements are 
to be disclosed along with the accounting policies and the classification and amounts of significant financial statement amounts related to the arrangements. 
Activities in the arrangement conducted in a separate legal entity should be accounted for under other accounting literature; however, required disclosure 
under EITF 07-1 applies to the entire collaborative agreement. This Issue is effective for fiscal years beginning after December 15,2008, and is to be 
applied retrospectively to all periods presented for all collaborative arrangements existing as of the effective date. The Company is currently in the process 
of evaluating the impact of adopting this pronouncement. 

In December 2007, the FASB issued SFAS No. 141(R), Business Combinations, which replaces SFAS No. 141, Business Combinations, and requires 
an acquirer to recognize the assets acquired, the liabilities assumed, and any non-controlling interest in the acquiree at the acquisition date, measured at 
their fair values as of that date, with limited exceptions. This Statement also requires the acquirer in a business combination achieved in stages to recognize 
the identifiable assets and liabilities, as well as the non-controlling interest in the acquiree, at the full amounts of their fair values. SFAS No. 141(R) makes 
various other amendments to authoritative literature intended to provide additional guidance or to confirm the guidance in that literature to that provided in 
this Statement. This Statement applies to business combinations for which the acquisition date is in fiscal years beginning after December 15,2008. The 
Company is currently in the process of evaluating the impact of adopting this pronouncement. 

In December 2007, FASB issued SFAS No. 160, Noncontrolling Interests in Consolidated Financial Statements—an amendment of ARB No.51. 
SFAS No. 160 establishes accounting and reporting standards that require the ownership interests in subsidiaries held by parties other than the parent to be 
clearly identified, labeled and presented in the consolidated statement of financial position within equity, but separate from the parent's equity. This 
Statement also requires the amount of consolidated net income attributable to the parent and to the noncontrolling interest to be clearly identified and 
presented on the face of the consolidated statement of income. Changes in a parent's ownership interest while the parent retains its controlling financial 
interest in its subsidiary must be accounted for consistently, and when a subsidiary is deconsolidated, any retained noncontroriing equity investment in the 
former subsidiary must be initially measured at fair value. The gain or loss on the deconsolidation of the subsidiary is measured using the fair value of any 
noncontrolling equity investment. The Statement also requires entities to provide sufficient disclosures that clearly identify and distinguish between the 
interests of the parent and the interests of the noncontrolling owners. This Statement is effective for fiscal years beginning after December 15,2008. The 
Company is currently in the process of evaluating the impact of adopting this pronouncement. 

In June 2007, the EITF reached a consensus on Issue No. 07-3, Accounting for Nonrefundable Advance Payments for Goods or Services Received to 
Be Used in Future Research and Development Activities. Nonrefundable advance payments for goods or services that will be used or rendered for future 
research and development activities should be deferred and capitalized. Such amounts should be recognized as an expense as the related goods are delivered 
or the services are performed, or when the goods or services are no longer expected to be provided. This Issue is effective for fiscal years beginning after 
December 15,2007, and earlier application is not permitted. The pronouncement is not expected to have a material effect on the Company's consolidated 
financial statements. 
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n f F A  TO F^S?lssued,SFAS V°- i59'ne Fair v?l«e Option for Financial Assets and Financial Liabilities—Including an amendment 
oj rA&JS Statement No. 115, which permits an entity to measure certain financial assets and financial liabilities at fair value. The objective of SFAS No 159 

1S -° report?ng b? al!owin8 en,tities t0 mili£ate volatility in reported earnings caused by the measurement of relate! assets and liabilities 

using different attributes, without haying to apply complex hedge accounting provisions. Under SFAS No. 159, entities that elect the fair value option (by 

instrument) will report unrealized gains and losses m earnings at each subsequent reporting date. The fair value option election is iirevocable, unless a new 

election date occurs. SFAS No. 159 establishes presentation and disclosure requirements to help financial statement users understand the effect of the 

entity s election on its earnings, but does not eliminate disclosure requirements of other accounting standards. Assets and liabilities that are measured at fair 

value must be displayed on the face of the balance sheet. This Statement is effective for fiscal years beginning after November 15,2007. The Company did 

not elect early adaption of this pronouncement as permitted. The adoption of this accounting pronouncement is not expected to have a material effect on the 
Company s consolidated financial statements. cucvi uu mc 

In September 2006, the FASB issued Statement SFAS No. 158, Employers' Accounting for Defined Benefit Pension and Other Postretirement 
Plans—an ameruhnent of FASB Statements No. 87, 88, 106, and 132(B). This pronouncement requires an employer to recognize the overfunded or 

underfunded status of a defined benefit postretiremen) plan (other than a multiemployer plan) as an asset or liability in its statement of financial position and 

to recognize changes in that funded status in die year in which the changes occur through comprehensive income of a business entity. This pronouncement 

also requires an employer to measure the funded status of a plan as of the date of its year-end statement of financial position, with limited The 

pronouncementdoes not require pnor periods to be restated to reflect the impact of SFAS No. 158. The Company adopted SFAS No. 158 in the fiscal" year 

ended December 31,2006 and the adoption of this accounting pronouncement resulted in a $1,064 million reduction of accumulated OCI in stockholders' 

results ofopCTadomOTCMhflows 3SSetS a S2971,11,11015 increase in total liabilities. The adoption of SFAS No. 158 did not impact the Company's 

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements. This pronouncement defines fair value, establishes a framework for 

measurmg fair value and expands disclosures about fair value measurements. This Statement is effective for fiscal years beginning after November 15 

20?7'.,?n November 14,2007, the FASB agreed to a one-year deferral for the implementation of SFAS No. 157 for other non-financial assets and ' 

liabilities. The adoption of this accounting pronouncement is not expected to have a material effect on the Company's consolidated financial statements for 

financial assets and liabilities and any other assets and liabilities carried at fair value. The Company is currently in the process of evaluating the impact of 

adopting this pronouncement for other non-financial assets or liabilities. 

the iy'!",Sfptem,ber 22°6'th® SEC issued Staff Accounting Bulletin (SAB) No. 108, Considering the Effects of Prior Year Misstatements when Quantifying 
the Misstatements m Current Year Financial Statements, that expresses the staff's views regarding the process of quantifying financial statement 

misstatements. This bulletin is effective for any interim period of the first fiscal year ending after November 15,2006. SAB No. 108 requires that companies 

utilize a dual approach to assess the quantitative effects of financial statement misstatements. The dual approach includes both an income statement focus 

and balance sheet focus assessment. The adoption of this bulletin did not have any effect on the Company's consolidated financial statements. 

wo l006'^ FASB,fu51 FASB toteqwetation (FIN) No. 48, Accounting for Uncertainty in Income Taxes - an interpretation of FASB Statement 
No. 109. which, m the case of the Company, is effective as of January 1,2007. FIN No. 48 clarifies the accounting for uncertainty in income taxes 

recognized in an enteipnse s financial statements in accordance with SFAS No. 109, Accounting for Income Taxes. FIN No 48 requires that all tax 

positions be evaluated using a recognition threshold and measurement attribute for the financial statement recognition and measurement of a tax position 

taken or expected to be taken in a tax return. Differences between tax positions taken in a tax return and amounts recognized in the financial statements are 

recorded as adjustments to income taxes payable or receivable, or adjustments to deferred taxes, or both. FIN No. 48 also requires expanded disclosure at 

the end of each reporting penod including a tabular reconciliation of unrecognized tax benefits. The Company adopted FIN No 48 on Januarv 1 2007 As a 

result of the adoption of this accounting pronouncement, the Company recognized $27 million of previously unrecognized tax benefits which was 

accounted for as an increase to the opening balance of retained earnings. In May 2007, the FASB issued FASB Staff Position (FSP) FIN No 48-1 

Definition of Settlement in FASB Interpretation No. 48, which is effective retroactively to January 1, 2007. FSP FIN No. 48-1 provides guidance on how to 

determine whether a tax position is effectively settled for the purpose of recognizing previously unrecognized tax benefits. The adoption of FSP FIN 

No. 48 I aid not have any effect on the Company's consolidated financial statements. 

In March 2006, the FASB issued SFAS No. 156, Accounting for Servicing of Financial Assets - an amendment of FASB Statement No 140 This 

pronouncement relates to the accounting for separately recognized servicing assets and servicing liabilities. This Statement is effective for fiscal years 

beginning after September 15,2006. The adoption of this accounting pronouncement did not have a material effect on the Company's consolidated financial 
siaiemems. 
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In February 2006, the FASB issued SFAS No. 155, Accounting for Certain Hybrid Financial Instruments, an amendment ofFASB Statements No. 133 

and 140. This pronouncement primarily resolves certain issues addressed in the implementation of SFAS No. 133, Accounting for Derivative Instruments 
and Hedging Activities, concerning beneficial interests in securitized financial assets. The Statement is effective for all financial instruments acquired, 
issued or subject to a remeasurement event occurring after the beginning of the 2007 fiscal year. The adoption of this accounting pronouncement did not 
have a material effect on the Company's consolidated financial statements. 

In May 2005, the FASB issued SFAS No. 154, Accounting Changes and Error Corrections—a replacement ofAPB Opinion No. 20 and FASB 
Statement No. 3. This pronouncement applies to all voluntary changes in accounting principle, and revises the requirements for accounting for and reporting 
a change in accounting principle. SFAS No. 154 requires retrospective application to prior periods' financial statements of a voluntary change in accounting 
principle, unless it is impracticable to do so. This pronouncement also requires that a change in the method of depreciation, amortization or depletion for 
long-lived, non-financial assets be accounted for as a change in accounting estimate that is affected by a change in accounting principle. SFAS No. 154 is 
effective for accounting changes and corrections of errors made in fiscal years beginning after December 15,2005. The Statement does not change the 
transition provisions of any existing accounting pronouncements, including those that are in a transition phase as of the effective date of SFAS No. 154. The 
adoption of this accounting pronouncement did not have a material effect on the Company's consolidated financial statements. 

In March 2005, the FASB issued FIN No. 47, Accounting for Conditional Asset Retirement Obligations—an interpretation of FASB Statement 
No. 143. FIN No. 47 clarifies that an entity must record a liability for a conditional asset retirement obligation if the fair value of the obligation can be 
reasonably estimated. Asset retirement obligations covered by FIN No. 47 are those for which an entity has a legal obligation to perform an asset retirement 
activity, even if the timing and method of settling the obligation are conditional on a future event that may or may not be within the control of the entity. 
FIN No. 47 also clarifies when an entity would have sufficient information to reasonably estimate the fair value of an asset retirement obligation. This 
Interpretation was effective no later than the end of fiscal years ending after December 15,2005. The Company adopted the provisions of FIN No. 47 in the 
fiscal year ended December 31,2005, and adoption of this accounting pronouncement did not have a material effect on the Company's consolidated 
financial statements. 

In December 2004, the FASB issued SFAS No. 123 (revised 2004), Share—Based Payment (SFAS No. 123(R)), which requires the measurement and 
recognition of compensation expense for all stock-based payment awards made to employees and directors based on estimated fair values. SFAS 
No. 123(R) supersedes the Company's previous accounting under APB No. 25, Accountingfor Stock Issued to Employees, for periods beginning January 1, 
2006. In March 2005, the SEC issued SAB No. 107, Share-Based Payment, relating to SFAS No. 123(R). The Company has applied the provisions of SAB 
No. 107 in its adoption of SFAS No. 123(R). The Company adopted SFAS No. 123(R) using the modified prospective transition method, which requires the 
application of the accounting standard as of January 1,2006, and has elected the alternative method as provided in FSP 123(R)-3, Transition Election 
Related to Accountingfor the Tax Effects ofShare-Based Payment Awards, in determining the Company's pool of excess tax benefits. The Company's 
consolidated financial statements for the year ended December 31,2006 reflect the impact of SFAS No. 123(R). In accordance with the modified 
prospective transition method, the Company's consolidated financial statements for prior periods have not been restated to reflect, and do not include, the 
impact of SFAS No. 123(R). Stock-based compensation expense recognized under SFAS No. 123(R) for the year ended December 31,2006 was $112 
million ($73 million, net of tax) or $0.04 per share, with a corresponding amount recorded in additional paid-in capital within stockholders' equity. 
Additionally, $10 million related to performance awards was reclassified from liabilities to stockholders' equity in connection with the adoption of SFAS 
No. I23(R). 

Critical Accounting Policies 
The Company prepares its financial statements in conformity with accounting principles generally accepted in the U.S. The preparation of financial 

statements in conformity with U.S. GAAP requires the use of estimates and assumptions that affect the reported amounts of assets and liabilities, including 
disclosure of contingent assets and contingent liabilities, at the date of the financial statements and the reported amounts of revenue and expenses during the 
reporting period. The Company's critical accounting policies are those that are both most important to the Company's financial condition and results of 
operations and require the most difficult, subjective or complex judgments on the part of management in their application, often as a result of the need to 
make estimates about the effect of matters that are inherently uncertain. Because of the uncertainty of factors surrounding the estimates or judgments used in 
the preparation of the consolidated financial statements, actual results may vary from these estimates. 

The Company believes that the following discussion represents its critical accounting policies. Management has discussed the Company's critical 
accounting policies with the Audit Committee of the Board of Directors. 
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Revenue Recognition 

The Company recognizes revenue in accordance with SAB No. 101, Revenue Recognition in Financial Statements, as amended by SAB No 104 

Rtfc°8m"?n- J™: Company ^accounting policy for revenue recognition has a substantial impact on its reported results and relies on certain ' 

estimates that require difficult, subjective and complex judgments on the part of management The Company recognizes revenue (net of the gross-to-net 

sales adjustments distmssed below, all of which involve significant estimates and judgments) when title and substantially all the risks and rewards of 

ownership have transferred to the customer, which generally occurs on the date of shipment. 

In the case of new products for which the product introduction is not an extension of an existing line of product, where the Company determines that 

ra S r category, or where the Company determines the new product has dissimilar characteristics with existing 

products, such that the Company cannot reliably estimate expected returns of the new product, the Company defers recognition of revenue until the right of 

return no longer exists or until the Company has developed sufficient historical experience to estimate sales returns. 

and Retur^Accraals" ̂  reVenue recognition'see "I,em 8. Financial Statements—Note 1. Accounting Policies—Revenue Recognition and Sales Rebate 

Gross—to—Net Sales Adjustments 

The Company has the following significant categories of gross-to-net sales adjustments: prime vendor charge-backs, WIC rebates managed health 

anlfinHam651 0^er discounts, Medicaid rebates, cash discounts, sales returns, and other adjustments, all of which involve significant estimates 

^thFTTT?!'^ u I"®3™®!10" &Pm external sources. The Company accounts for these gross-to-net sales adjustments in 

EITF Ispsue , 1 ~t̂ CC°DUn,Lm8/Sr Consjderatior>Given by " Vendor to a Customer (.Including a Reseller of the Vendor's Products), and 

"lon.^he" Rlgf" of Return Ex,sts, as applicable. See "—Net Sales" section above for a reconciliation of the Company's 
gross sales to net sales by each significant category of gross-to-net sales adjustment. 

Prime vendor charve-harks 

n T^e Company's U.S. businesses participate in prime vendor programs with government entities, the most significant of which are the U.S. 

Department of Defense and the U.S. Department of Veterans Affairs, and other parties whereby pricing on products is extended below wholesaler list mice 

to participating entities. These entities purchase products through wholesalers at the lower prime vendor price and the wholesalers charge the difference 

aCw?S- lower pnme vendor price back to the Company. The Company accounts for prime vendor charge-backs by reducing 

^ h . , .  . A ..T.l'nia" f™0""1 **fa'10 l,he Conapany s estimate of charge-back claims attributable to a sale. The Company determines its estimate of the 

IT n pnmanly based °n htstoncal experience regarding prime vendor charge-backs and current contract prices under the prime 

CfnH =f,t™eH.C?mPfy conslders pnmeJend°r lev®'s of inventory in the distribution channel, and the Company's claim processing time 
lag and adjusts the reduction to accounts receivable periodically throughout each quarter to reflect actual experience. 

WJC rebates 

The Company's U.S. Nutritionals business participates on a competitive bidding basis in nutrition programs sponsored by states tribal governments 

^0Pnw°hTea ?f.PuCr,° Rl™and the U'S' territories for WIC. Under these programs, the Company reimbursesthese entitta fonta dllST 

f wholesaler list price and tte contract price on eligible products. The Company accounts for WIC rebates by establishing an accrual in an amount 

equal to the Company s estimate ofWIC rebate claims attributable to a sale. The Company determines its estimate of the WIC rebate accrual primarily 

based on historical experience regarding WIC rebates and current contract prices under the WIC programs. The Company considers levels of inventory in 

n/ri^HV uU .°hn T^,' "T WIC contracts, terminated WIC contracts, changes in existing WIC contracts, and WIC participation and adjusts the a^ial 
periodically throughout each quarter to reflect actual experience. 

Manaeed health care rebates and other contract discounts 

The Company offers rebates and discounts to managed health care organizations in the U.S. which manage prescription drug programs and Medicare 

intage prescription drug plans covering the Medicare Part D drug benefit in addition to their commercial Dlans. as well as olohallv m nthrr 

by establishing 

Tlie Company determines its 
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Cash discounts 

Sales returns 
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Other adjustments 

,t0-nets^es ^justments described above, the Company makes other gross-to-net sales adjnstm.^ For example the 
NutrihW.U H m, °"n ; I?os! significantly m its non-U.S. businesses, and also offers consumer coupons and rebates most significantly in its U S 
provide"rebates addition, m a number of countries outside the U.S., including major European countries, the Company 

government entities. The Company generally accounts for these other gross-to-net adjustments by establishing an accrual in an amount 
equal to the Company s estimate of the adjustments attributable to a sale. The Company generally determines its estimates of the accruals for these other 
^ss^o-net sales adjustments primarily based on historical experience, performance on commitments to government entities and other relevant factors 
including estimated levels of inventory m the distribution channel, and adjusts the accruals periodically throughout each quarter to reflect actual cvporinicf 

Use of information frnm external sourees 

The Company uses information from external sources to estimate its gross-to-net sales adjustments. The Conroanv's estimates of inventorv at the 
and deferred revenue on consigned inventory are based on the projected prescription demand-based sales for its products and historical 

mpa.ny ® analysis of third-party information, including written and oral information obtained from certain 
^fn^af Th -eSpe? mventory Ieve'sand sell-through to customers and third-paity market research data, and the Company's internal 
to whUm rt?' i ,nveI?tory ^f?rTr,at,°" recei ved from wholesalers is a product of their recordkeeping process and excludes inventory held by intermediaries 

,h®y such ^ retailers and hospitals. The Company receives information from IMS, a supplier of market research to ^pharmaceutical 
rwi which it uses to project die prescription demand-based sales for many of its U.S. Pharmaceutical products. Prior to the third auarter of2005 the 
Company had historically reported estimated total U.S. prescription growth and estimated therapeutic category shares based on data from the IMS National 
Preso-iption Audit (NPA) under IMS' legacy national projection methodology, which IMS b^ an^rteKeS 
based on a simple unweighted sum of projected U.S. prescriptions in the retail and mail order rhannelc in >h» „<•->/> n'r .1— r?? . 

rnd^a'/' d me!ma!th h ^incident" wito ^chmge to reporting n^Staon an NGPS'Vere^/fS'^is, Se^m^y^o tegan'rraorltog^tSl 
and mail prescription growth and category shares on a weighted, retail-equivalent basis, which accounts for the significantly toger size of the averave ma?l 
shfmifi^r 0"' aac°mParedt0 dlesize of.th? average retail prescription. Retail equalization calculations were applied to mail order volumes and 
Ve^ol 2 S? Jmd u™!15®"0, ln 2007'IMS ftuther reflned and improved its NGPS projection methodoIo^ and Mly ro°e?out NGPS 
Vercion 2.0 to all NPA subscribers, which resulted in newly revised volume estimates for historic time periods. Therefore 'sircethe first uuarto of 2007 the 
srow?h^nd^aUte^ if nevi standard NGPS Version 2.0 projection methodology and has applied NGPS Version 2.0 data for reporting prescription ' 
growth and market shares to all penods presented in the Annual Report on Form 10-K. The Company has also continued the practice 
?ndmal'P^cnp,1°" vol™>e °n a retail-equivalent basis. The Company uses this methodology for its internal demand forec^^e ComomT5!ou^ 
information from external sources to identify prescription trends, patient demand and average selling prices. The Company's estimates are subtect to 
^ limitations of estimates that rely on third-party information, as certain third-party information was itself in the form of estimates and reflect other 
infomatfon" between the date as of which third-party information is generated and the date on which the Company receives third-party 

Retirement Benefits 

The Company s pension plans and postretirement benefit plans are accounted for using actuarial valuations reauired bv SFAS No 87 Fmnlnum • 
ftSFAS N°- 106' EmP'°y^.Accounting.for Postretirement Benefits Other 

for retirement plans critical because management is required to make significant subjective judgments about a number of actuarial assumiitions inrlnHW 
ra,eS' !f'a7 gr?Wth' 'ST'6™ retUm 0n plan asse,s' Eminem, turnover, health earnest trendSesTd mortahS 

assumptions and estimates used, the pension and postretirement benefit expense could vary within a range of outcomes and have a material effect on 
reported earnings, ln addition, the assumptions can materially affect projected benefit obligations and future cash funding. 

S t a t e J ^ C N Z h 7 t t y / I B d ^  '  A c c ° ™ ! } " Z f o r  D e f i n e d  B e n e f i t  P e n s i o n  a n d  O t h e r  P o s t r e t i r e m e n t  P l a n s - a n  a m e n d m e n t  o f F A S B  
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Plan Description 

The Company and certain of its subsidiaries have defined benefit pension plans, defined contribution plans, and termination indemnity plans for 
regular full-time employees. The principal defined benefit pension plan is the Bristol-Myers Squibb Retirement Income Plan and the principal defined 
contribution plan is the Bristol-Myers Squibb Savings and Investment Program. 

Approximately 75% of total Company defined benefit pension plan assets and liabilities are held in U.S. plans. The assets for the U.S. plans are held 
in a single trust with a common asset allocation. Unless specified otherwise, the references in this section are to total Company plans (i.e., U.S. plans 
together with international plans). 

Benefits under the Company's defined benefit pension plans are based primarily on years of credited service and on participants' compensation. 
Assets under the Company's defined benefit plans consist primarily of equity and fixed-income securities. At December 31,2007, the fair market value of 
plan assets for the Company's defined benefit plans increased to $6,019 million from $5,658 million at December 31,2006. For the U.S. plans, assets were 
allocated 67% to equity securities (compared to 69% at the end of2006), 24% to fixed income securities (compared to 23% at the mid of 2006) and 9% to 
private equity and other investments (compared to 8% at the end of 2006). Bristol-Myers Squibb common stock represented less than 1% of assets for the 
U.S. plans at the end of 2007 and 2006. 

The Company provides comprehensive medical and group life benefits for substantially all U.S. retirees who elect to participate in the Company's 
comprehensive medical and group life plans. The asset allocation for these postretirement plans is identical to the asset allocation described above for the 
U.S. defined benefit pension plans. 

Accrual Accounting and Significant Assumptions 
Consistent with the requirements of SFAS No. 87, the Company accounts for pension benefits using the accrual method, recognizing pension expense 

before the payment of benefits to retirees. The accrual method of accounting for pension benefits necessarily requires actuarial assumptions concerning 
future events that will determine the amount and timing of the benefit payments. 

The Company's key assumptions used in calculating its cost of pension benefits are the discount rate, the rate of compensation increase, and the 
expected long-term rate of return on plan assets. The Company, in consultation with its actuaries, evaluates the key actuarial assumptions and other 
assumptions used in calculating its cost of pension benefits, such as retirement, turnover and mortality rates, based on expectations or actual experience, as 
appropriate, and determines such assumptions on December 31 of each year to calculate liability information as of that date and pension expense for the 
following year. Depending on the assumptions used, the pension expense could vary within a range of outcomes and have a material effect on reported 
earnings. In addition, the assumptions can materially affect projected benefit obligations and future cash funding. Actual results in any given year may differ 
from those estimated because of economic and other factors. 

In determining the discount rate, the Company uses the yield on high quality corporate bonds that coincides with the cash flows of its plans' estimated 
payouts. The Citigroup Above Median yield curve is used in determining the discount rate for the U.S. plans. The assumed rate of compensation increase 
used by the Company for determining future pension obligations reflects an estimate of the change in actual future compensation levels due to general price 
levels, productivity, seniority and other factors. 

In 2007, net pension expense for the Company's defined benefit pension plans included in earnings before minority interest and income taxes was 
$313 million compared to $332 million in 2006. 

The U.S. plans' pension expense for 2007 was determined using a 6.0% assumed discount rate and a 3.56% assumed rate of compensation increase. 
The present value of benefit obligations at December 31,2007 for the U.S. plans was determined using a 6.75% assumed discount rate and a 3.56% 
assumed rate of compensation increase. If the assumed discount rate used in determining the U.S. plans' pension expense for 2007 had been reduced by 
0.25%, such expense would have increased by approximately $17 million. If the assumed rate of compensation increase used in determining the U.S. plans' 
pension expense for 2007 had been reduced by 0.25%, such expense would have decreased by approximately $9 million. If the assumed discount rate used 
in determining the accumulated benefit obligation at December 31,2007 had been reduced by 0.25%, the accumulated benefit obligation would have 
increased by $115 million. 

The U.S. plans' pension expense for 2007 was determined using an 8.75% expected long-term rate of return on plan assets. If the expected long-term 
rate of return on plan assets used in determining the U.S. plans' pension expense for 2007 had been reduced by 1%, such expense would have increased by 
$41 million. 

74 



Table of Contents 
Actual rates of return earned on U.S. plan assets for each of the last 10 years were as follows: 

YfflE. Return Year Return 
2007 \03% 2002 (13.4)% 

2W 14.9% 2001 . 1)% 
2005 _ 9.8% 2000 _L5% 

2004 . . 12.6% 1999 18,2% 
2003 25.0% 1998 133% 

December 3 , 2007 is the single rate, which, if used at each age, would produce the same present value of benefit obligations. 

The Company maintained the expected rate of return on U.S. plan assets at 8.75% for 2008. 

st%gs=lissl̂ sssss-
by 2018. if actual 

Recognition of Actuarial Gains imdtjiccec 

In 2006, SFAS No. 158 required the recognition of actuarial gains and losses as a component of stockholders' eauitv in accumulated ntw 

3gSa5Sgj3eB3^H£5S5r^353u 

Plan Funding 

"""""" •""»  ̂

For discussions on retirement benefits, see "Item 8. Financial Statements-Note 21. Pension and Other Postretirement Benefit Plans" 
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Acquired In-Process Research and Development 

b>-PrfZ ^™Z re5earCh "* deveIoPment' see "Item 8- ^cial Statements-Note ,. Accounting Policies-Acquired 

Impairment of Long—Lived Assets 

- <Stw *i»»-
determined to exist, an estimate of undiscounted future cash flows produced bv the lontr-ltwrf tlmay D° recover? J^suc*1 circumstances are 

the earning value to determine whether 1^' * "T™** „ 

asset s fair value and its carrying value An estimate of the asset's fair vat..» is w»,t e ""paired, the loss is measured based on the difference between the 

=»S55S5&LI 

Assets"^^'—G^odwiVM^Othe"'^^^!^^^^^3"'5, "* "Item * Fi"anCiaI Stalemen^N^ '• Accounting Polities-Impairment ofLong-Lived 

Equity Investments 

Investoente " USS'°nS °" ̂ investments'see "Item 8- Statements-Note 1. Accounting Policies-Investments" and "-Note 2. Alliances and 
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Marketable Securities 

are ''6 at December 31,2007 consisted of U.S. dollar denominated FRS, which are primarily 'AAA/Aaa' rated FRS 

Accountmgfor Certain Investments in Debt and Equity Securities, and classifies them as "avadab ™sale " accordance with SFAS No. 115, 

s£3Sg&SS&&g8&S&3Sa&3S*** 
For discussions on marketable securities, see "Item 8. Financial Statements-Note 9. Cash, Cadi Equivalents and Marketable Securities." 

Restructuring 

Other ftemds1?'CUSS'0nS on rest™cturing, see "Item 8. Financial Statements-Note 1. Accounting Policies-Restructuring" and "-Note 3. Restructuring and 

Contingencies 

Procee&gf^rtrgente^68'566 ",tel" Statemen.s-No«e 1. Accounting Po.icie^Contingencies;" and "-Note 22. Legal 

Income Taxes 
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«i ^ rec,orded significant deferred tax assets at December 31,2007 related to U.S. foreign tax credit carryforwards of approximately 
3.1,140 million, U.S. research tax credit carryforwards of approximately $275 million and charitable contribution cartyfowards of $80 million The 
charitable contribution cariyfonvards expire in varying amounts beginning in 2009, while the foreign tax credit and research tax credit carryforwards expire 
m varying amounts beginning in 2012. The foreign tax credit and research credit have been reduced due to derecognition under FIN No. 48. Realization of 
these credits and charitable contribution carryforwards is dependent on generating sufficient domestic taxable income prior to their expiration Although 
realization is not assured, management believes it is more likely than not that these deferred tax assets will be realized. The Company anticipates increasing 
its level of domestic profitability over time by undertaking actions such as its PTI, increasing its biologies manufacturing capacity in the U.S and 
implementing tax planning strategies. While increasing domestic profitability will likely cause the Company's effective tax rate to increase it will also 
further enhance the Company s ability to utilize its foreign tax credit, research tax credit and charitable contribution carryforwards. 

. The Company conducts business in various countries throughout the world and is subject to tax in numerous jurisdictions. As a result of its business 
activities, the Company files a significant number of tax returns that are subject to examination by various Federal, state, and local tax authorities Tax 
examinations are often complex as to authorities may disagree with the treatment of items reported by the Company and may require several years to 
resolve. The Company establishes liabilities for possible assessments by tax authorities resulting from known tax exposures including, but not limited to 
transfer pricing matters, tax credits and deductibility of certain expenses. Such liabilities represent a reasonable provision for taxes ultimately expected to be 
paid, and may need to be adjusted over time as more information becomes known. 

•„. Company adopted FIN No. 48 on January 1,2007. As a result of the adoption of this accounting pronouncement, the Company recognized $27 
million of previously unrecognized tax benefits, which was accounted for as an increase to the opening balance of retained earnings. 

As previously reported, upon the adoption of FIN No. 48, the Company's total amount of uncertain tax benefits as of January 1,2007, net of deferred 
income tax benefits, and excluding interest and penalties, was $960 million. In addition, the Company derecognized on adoption $180 million of 
unrecogmzed tax benefits for which there is no tax rate impact when settled. As such, the gross unrecognized tax benefits at January 1,2007 were $ 1 140 
million. The total amount of unrecognized tax benefits on December 31,2007, excluding amounts recorded as reductions in deferred tax assets, and ' 
excluding interest and penalties decreased to $798 million. This reduction is primarily due to tax benefits recognized from the favorable resolution of 
uncertain to positions partially offset by additional uncertain to benefits accrued during 2007. For additional information on unrecognized to benefits 
see item o. financial statements—Note 8. Income Taxes 

As of December 31,2007, the Company had approximately $14.1 billion of undistributed earnings of foreign subsidiaries for which toes have not 
been provided as the Company has invested or expects to invest these undistributed earnings permanently offshore. If, in the fiiture, these earnings are 
repatriated to the U.S., or if the Company determines such earnings will be remitted in the foreseeable future, additional to provisions would be required, 
havemC^providwI *** S assumptions that would have to be made, it is not practicable to estimate the amounts of income taxes that would 

For discussions on income toes, see "Item 8. Financial Statements—Note 1. Accounting Policies—Income Taxes" and "—Note 8. Income Taxes." 

Stock—Based Compensation Expense 

^„JheS°mpany ,adopt^3 SFAS No' 12,3<R)> Sh^e-Based Payment, which requires the measurement and recognition of compensation expense for all 
st™;™ payment awards made to employees and directors based on estimated fair values. The Company uses the modified prospective transition 

re3u'res !he application of the accounting standard as of January 1,2006, and has elected the alternative method as provided in FSP 
n» Jivii 1 inn?"?1™! theCompany s pool of excess to benefits. The Company's consolidated financial statements for the years ended 

»  A ? . .  r e .  ^  ®  l m p a ? t  ° f  P A S  N o .  1 2 3 ( R ) .  I n  a c c o r d a n c e  w i t h  t h e  m o d i f i e d  p r o s p e c t i v e  t r a n s i t i o n  m e t h o d ,  t h e  C o m p a n y ' s  
consolidated financial statements for prior periods have not been restated to reflect, and do not include, the impact of SFAS No 123(R) Stock-based 
compensation expense recogmred under SFAS No. 123(R) for the years ended December 31,2007 and 2006 was $133 million and $112 million, 
respectively ($88 million and $73 million, net of to, respectively) or $0.04 and $0.04 per share, respectively, with a corresponding amount recorded in 

m caPltal stockholders equity. Comparatively, on a pro forma basis, stock-based compensation expense of $31 million ($20 million 
net of to) was recognized for the year ended December 31, 2005 under APB No. 25. Additionally, $10 million related to performance awards was 
reclassified from liabilities to stockholders equity in connection with the adoption of SFAS No. 123(R). 



The Company estimates the fair value of stock-based payment awards on the date of grant using an option-pricing model. The value of the portion of 
the award that is ultimately expected to vest is recognized as expense over the requisite service periods in the Company's consolidated statement of 
earnings. Prior to the adoption of SFAS No. 123(R), the Company accounted for stock—based awards to employees and directors using the intrinsic value 
method related to stock options in accordance with APB No. 25, as 
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' Acfou"''"SM Stock-Based Compensation. Under the intrinsic value method, no stock-based compensation expense had been recognized m the Company s consolidated statement of earnings because the exercise price of the Company's stock options wanted to employees and 

directors equaled the fair market value of the underlying stock at the date of grant. P y op ons gramea 10 employees 311(1 

Stock-based compensation expense recognized during the period is based on the value of the portion of stock-based payment awaids that is 

compensation expense recognized in the Company's coLSSSrf^ for the 
years ended Uecember 31, 2007 and 2006 included compensation expense for stock-based payment awards granted prior to but not vet vested as of 

°° th? Z™:/*6 fai7al^e in accorfan« with the pro forma provisions of S^S NrSScoC^tiorexLse 
SFAS No. l23(R) paym awards granted subsequent t0 JanuaiT l>2006 based on the grant date fair value estimated in accordance with the provisions of 

pvnmif n^U.ihCti0n ad??ti,on of.?FAS No- '23(R), the Company changed its method of attributing the value of stock-based compensation 
a w a r d ? m " l t l p l ^ ® P t l M 1 a p p r o a c h  t o  t h e  s t r a i g h t - l i n e  s i n g l e  o p t i o n  m e f t o d .  C o m p e n s a t i o n  e x p e n s e  f o r  a l l  s t o c k - b a s e d  p a y m e n t  

^ poor to 2006 will continue to be recognized using fie accelerated multiple-option approach while compensation expense for all 
awards>wlth a service condition only, granted on or subsequent to January 1,2006 is recognized using the straight-line single-option 

™,iriT pa/m awar? granted °" csubsequent to January 1,2006, with both a service and market condition, will be recognized usingthe accelerated multiple-option approach as required under SFAS No. 123(R). B cu me 

Pnor ,0 2006''be Company applied APB Opinion No. 25, and did not recognize compensation expense for stock options granted under the m»nc as 

^™<S™derPnCe °P °n ofgrant >s equal to the fair market value as of fiat date. However, for grants of restricted stock the Company 
recognized compensation expense on a straight-line basis over fie period that the restrictions expire. ' 

The fair value of fie options granted during 2007,2006 and 2005 was estimated as $ 6.56 per common share, $4 74 per common share and S5 49 ner 
option-pricing modefwer^aTfo'uows? ^ US1"8 ** Blaek_ScholeS °Ptioi>-P™ng model. The assumptions used in fie Black-Scholes 

-ami- zoos.. 
-% •%-

isr J™ & 
6.2 yrs 6.3 yrs 7.0 yrs 

„ Company determines fair value of certain stock-based payment awards on the date of grant using an option-pricing model This model is 
affected by fie Company s stock price as well as assumptions regarding a number of highly complex and subjective variables These variables include but 
behaviors"' ^ S,0Ck ^ VOlati,ity °V£r fce term ofthe a^> f actual and^S^tedTmSfiyeTsf^k^ 

t h  f e ? P e c t d l e  a c c o u n ' i n g  t r e a t m e n t  o f  r e t i r e m e n t  e l i g i b i l i t y  p r o v i s i o n s  o f  e m p l o y e e  s t o c k - b a s e d  c o m p e n s a t i o n  a w a r d s  f i e  C o m p a n y  h a s  
histoncally followed the nominal vesting period approach. Upon the adoption of SFAS No. 123(R), the Company follows fie non-substantive vestine 
pf!°rtappr°afb and recognizes c°m.Pensatlon =ost overa one-year period for awards granted to retirement-eligible employees, or over the period from the 
5^P d ® L retirement eligibility is achieved if more than one year, but less than the vesting period. The impart of applying the non-substantive 
vesting penod approach is not material to the Company's consolidated financial statements. 

As stock-based compensation expense recognized in fie consolidated statements of earnings for fie year ended December 31 2007 and 2006 is based 
°"aJards ul,lraate'y expected to vest, it has been reduced for estimated forfeitures. The Company estimate forfehute a?to 
necessary, in subsequent periods if actual forfeitures differ from those estimates. In the Company's pro forma information required under SFAS No 123 for 
the periods pnor to 2006, the Company accounted for forfeitures as they occurred. uuuimauon required unaer si-AS No. 123 for 



Special Note Regarding Forward-Looking Statements 
This annual report and other written and oral statements the Company makes from time to time contain certain "forward-looking" statements within 

the meaning of Section 27A of the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934. You can identify these forward-looking 
statements by the fact they use words such as "should", "expect", "anticipate", "estimate", "target", "may", "project", "guidance", "intend", "plan", 
"believe" and other words and terms of similar meaning and expression in connection with any discussion of future operating or financial performance. One 
can also identify forward-looking statements by the fact that they do not relate strictly to historical or current facts. Such forward-looking statements are 
based on 
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current expectations and involve inherent risks and uncertainties, including factors that could delay, divert or change any of them, and could cause actual 
outcomes to differ materially from current expectations. These statements are likely to relate to, among other things, the Company's goals, plans and 
projections regarding its financial position, results of operations, cash flows, market position, product development, product approvals, sales efforts, 
expenses, performance or results of current and anticipated products and the outcome of contingencies such as legal proceedings, and financial results, 
which are based on current expectations that involve inherent risks and uncertainties, including internal or external factors that could delay, divert or change 
any of them in the next several years. The Company has included important factors in the cautionary statements included in this annual report, particularly 
under "Item 1 A. Risk Factors," that the Company believes could cause actual results to differ materially from any forward-looking statement. 

Although the Company believes it has been prudent in its plans and assumptions, no assurance can be given that any goal or plan set forth in 
forward-looking statements can be achieved and readers are cautioned not to place undue reliance on such statements, which speak only as of the date 
made. The Company undertakes no obligation to release publicly any revisions to forward-looking statements as a result of new information, future events 
or otherwise. 
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Item 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK. 

The Company is exposed to market risk due to changes in currency exchange rates, interest rates and the deterioration of the credit and capital 
markets. To reduce that risk, the Company enters into certain derivative financial instruments, when available on a cost-effective basis, to hedge its 
underlying economic exposure. These instruments are managed on a consolidated basis to efficiently net exposures and thus take advantage of any natural 
offsets. Derivative financial instruments are not used for speculative purposes. Gains and losses on hedging transactions are offset by gains ami losses on the 
underlying exposures being hedged. Any ineffective portion of hedges is reported in earnings as it occurs. 

The Company's primary net foreign currency translation pposures are the Euro, Canadian dollar, Japanese yen, Mexican peso and Chinese renminbi. 
The Company utilizes foreign currency contracts to hedge anticipated transactions, primarily intercompany transactions, on certain foreign currencies and 
designates these derivative instruments as foreign currency cash flow hedges when appropriate. 

The table below summarizes the Company's outstanding foreign exchange forward contracts as of December 31,2007. The fair value of all foreign 
exchange forward contracts is based on year-end currency rates. The fair value of foreign exchange forward contracts should be viewed in relation to the 
fair value of the underlying hedged transactions and the overall reduction in exposure to adverse fluctuations in foreign currency exchange rates. 

Dollars in Millions, except currency rates 
Foreign Exchange Forwards; 
Cash Flow Hedges 

Australian Dollar 
British Pound 
Canadian Dollar 
Euro 
Japanese Yen 
Mexican Peso 
Polish Zloty 
Swedish Krona 
Swiss Franc 

Total Cash Flow Hedges , 

Non-Qualifying Hedges 
Australian Dollar 
British Pound 
Canadian Dollar 
Euro 
Japanese Yen 
Polish Zloty 
Turkish Lira 

Total Non-Qualifying Hedges 

Total Contracts 

Weighted-Average Fair Value 
Notional Amnnnf A«rt/UI«hilllV> jgatudtx 

0.80. . $ . 72 $ (6) 200® 

2.01 . 79. 1 2008 
1.08 130 (12) 2008 
1.36 636 (43) 2008 

107.62 159 3 2008 
10.95 54 1 2008 
2^3 18 , 2008 
6.48 47 _ — 2008 
1.16 30 „ 2008 

1,225 (56) 

0.90 71 3 2008 
2.06 41 2 2008 
0.95 131 6 2008 
1.45. 13 (1) 2008 

106.78 71 2 2008 
2.53. 61 (1) 2008 
1.27 43 (2) 2008 

431 9 

$ 1,656 S (47) 

(1) Non-qualifying hedges are hedges that do not qualify for hedge accounting treatment as prescribed by SFAS 133, Accounting for Derivative Instruments and Hedging Activities. 

At December 31,2007, the Company held foreign exchange option contracts to buy and sell Japanese Yen. The total notional and fair market value 
for buy contracts is $145 million and $1 million, respectively, which are fully offset by the total notional and fair market value for sell contracts of $145 
million and $1 million, respectively. At December 31,2007, the Company held foreign exchange forward contracts with maturity dates in 2008; then-
notional amounts and fair values are expressed in the table below, dollars in millions: 

V<".r af Maturity 

2008 
Ntrttonal Annum! Fair vnt.u-

$ 1,656 $ (47) 
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Dollars in Millions 

Predated witk 

5 2w MOtesdue2°08 
5.25% Notes due 2013 

4-625% em Million Not'eS ^ 2016 

7.I5%No,esS^<iue2Q21 

5.875 /a Notes due 2036 

Earnings Impact 

$ 4,050 

2003 

2003 

2006 

2006 

2004 

2006 

2008 
2013 

2016 

2021 
2023 
2036 

-* (?) 
16 

from Ttnainatcd Interen RM, Swap Contracts 

(ST. 

20 

36 

$(24) 

. "afr fmil 
Dollars |„ Million, 

With: 

4-75% Note due 2006 W 

awaps associated with* 
4.75% Notes due 2006 <2> 

5.75% Notes due 2011 

Notional 
Vearof *mon,rt®' Total Pre-Tax 

I"Jai,UUtol -j2u! _ Tre—Tai Income/fExpense) Recognized 
I f t f t l i M a s  

2001 

2001 

2005 

2005 

2005 

2006 

~$ 2,500 

23)00. 

2,000 
500. 

350 

2,000 

(58) 

(48) 

(13) 

(23) 

39 

(62) 

(165) 

S 
J (37) 

(21) 

1 

(62) 

$ (119) 

S (5) 

(15) 

(13) 

(2) 

$ (35) 

(3) ^e»d"'7™g2026Noot:hr„"rstxts, 

At December 31 2007 ther 

• ort-Term Borrowings and Long-Term Debt- M^-Note^R6'^1'6''"'^- For additi™al 

18. Financial Instruments." 



« a a a  a ? 6  ? 0 ? P ^ . c m a r l ^ e t a b l , e  s e c u n t i e s , a '  D e c e m b e r  3 1 , 2 0 0 7  c o n s i s t e d  o f  U . S .  d o l l a r  d e n o m i n a t e d  f l o a t i n g  r a t e  s e c u r i t i e s  ( F R S ) ,  w h i c h  a r e  p r i m a r i l y  

AAMAaa rated. FRS are long long-tenn debt securities with coupons that are reset periodically against a benchmark interest rate. The underlying assets 

I8? COnS1,St of P™1? investment grade corporate bonds and loans. The Company accounts for its marketable securities in accordance 

wuth SFAS No. 115, Amounting for Certain Investments in Debt and Equity Securities, and classifies them as "available for sale." The canying value of 
FRS was reduced by $25 million, from J ^ 



S362 million to $337 million at December 31,2007, reflecting the change in fair market value. The Company assessed this decline in fair market value to be 
temporary, and recorded a pre-tax $25 million reduction ($16 million net of tax) in shareholders' equity in accumulated OCI. 

In addition, at December 31,2007, the Company had $811 million of principal invested in auction rate securities (ARS). The ARS held by the 
Company are private placement securities with long-term nominal maturities for which the interest rates are reset through a dutch auction each month. The 
monthly auctions historically have provided a liquid market for these securities. The Company's investments in ARS represent interests in collateralized 
debt obligations supported by pools of residential and commercial mortgages or credit cards, insurance securitizations and other structured credits, including 
corporate bonds. Some of the underlying collateral for the ARS held by the Company consists of sub-prime mortgages. 

Consistent with the Company's investment policy guidelines, the ARS investments held by the Company all had AAA/Aaa credit ratings at the time 
of purchase. With the liquidity issues experienced in global credit and capital markets, the ARS held by the Company at December 31,2007 have 
experienced multiple failed auctions as die amount of securities submitted for sale has exceeded the amount of purchase orders. In addition, in the fourth 
quarter of2007, $79 million of principal invested in ARS held by the Company were downgraded and others were placed on credit watch. AD of these 
securities retain at least one AAA rating as of December 31,2007. 

The estimated market value of the Company's ARS holdings at December 31,2007 was $419 million, which reflects a $392 million adjustment to the 
principal value of $811 million. Although the ARS continue to pay interest according to their stated terms, based on third-party valuation models and an 
analysis of other-than-temporary impairment factors, the Company has recorded a pre-tax impairment charge of $275 million in the fourth quarter of2007, 
reflecting the portion of ARS holdings that the Company has concluded have an othei—than-temporary decline in value. In addition, the Company recorded 
an unrealized loss of $ 117 million (pre-tax and net of tax) in accumulated OCI as a reduction in shareholders' equity, reflecting adjustments to ARS 
holdings that the Company has concluded have a temporary decline in value. The $275 million impairment charge does not have a material impact on the 
Company's liquidity or financial flexibility. 

Due to the lack of availability of observable market quotes on the Company's investment portfolio of marketable securities and ARS, the Company 
utilizes valuation models including those that are based on expected cash flow streams and collateral values, including assessments of counterparty credit 
quality, default risk underlying the security, discount rates and overall capital market liquidity. The valuation of the Company's investment portfolio is 
subject to uncertainties that are difficult to predict. Factors that may impact the Company's valuation include changes to credit ratings of the securities as 
well as to the underlying assets supporting those securities, rates of default of the underlying assets, underlying collateral value, discount rates, counterparty 
risk and ongoing strength and quality of market credit and liquidity. 

The credit and capital markets have continued to deteriorate in 2008. If uncertainties in these markets continue, these markets deteriorate further or 
the Company experiences any additional ratings downgrades on any investments in its portfolio (including on ARS), the Company may incur additional 
impairments to its investment portfolio, which could negatively affect the Company's financial condition, cash flow and reported earnings. 

Marketable securities at December 31,2006 consisted of U.S. dollai^denominated ARS and FRS. The principal values of ARS and FRS were $1,462 
million and $466 million, respectively. The Company's carrying value of ARS and FRS at December 31,2006 was at principal value, which approximated 
fair value. 
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BRISTOL-MYERS SQUIBB COMPANY 

CONSOLIDATED STATEMENTS OF EARNINGS 
Dollars and Shares in Millions, Except Per Share Data 

Item 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA. 

EARNINGS 
Net Sales 

Marketing, selling.and administrative 
Advertising and product promotion . .. 
Research and development 
Acqutoedin-proeess research and development . 
Provision for restructuring, net 
Litigation-expense, net. ... ... 

Gain on sale of product assets and businesses 
Equity in net income of affiliates 
Other expense, net 

Total expenses, net. 

Earnings from Continuing Operations Before Minority Interest and Income Taxes 
Provision fbr.income. taxes 
Minority interest, net of taxes 

Net Earnings from Continuing Operations 

Discontinued Operations: 
Earnings, net of taxes 
Gain on disposal, net of taxes 

Net Earnings 

Earnings per Common Share 
Basic: 

Net Earnings from Continuing Operations 
Discontinued Operations: 

Earnings, net of taxes 
Gain on disposal, net of taxes 

Net Earnings per Common Share 

Diluted; 
Net Earnings from Continuing Operations 
Discontinued Operations: 

Earnings, net of taxes 
Gain on disposal, net of taxes 

Net Earnings per Common Share 

Average Common Shares Outstanding 
Basic 
Diluted 

Dividends declared per common share 

Year Ended December SI 
2007 200* 2000 

$19,348 $17,256 $18,605 

6,218 5,739 5,737 
4,855 4,800 4,989 
1,465 . 1,340 1,464 
3,282 2,991 2,678 

230 —>. 
183 59 32 
14 302 269 

(2731 (200) (569) 
(524$ (474) (334) 
364 299 35 

15,814 14,856 14,301 

3,534 2,400 . .4,304 
803 538 870 
763 440 592 

1,968 1,422 2,842 

197 163 145 
— — 13 

'. 197 163 158 

$ 2,165 $ 1,585 $ 3,000 

$ 1.00 $ 0.73 $ 1.45 

OJO 0.07 
— — 0.01 

$ 1.10 $ 0.81 $ 1.53 

$ 0.99 $ 0.73 $. 1.44 

0.10 0.08 0.07 
— — 0.01 

$ 1.09 $ 0.81 $ 1.52 

1,970 1,960 1,952 
1,980 1,963 1,983 

$  L I S  $ 1.12 $ 1.12 

The accompanying notes are an integral part of these financial statements. 
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BRISTOL-MYERS SQUIBB COMPANY 

CONSOLIDATED STATEMENTS OF COMPREHENSIVE 
INCOME AND RETAINED EARNINGS 

Dollars in Millions 

COMPREHENSIVE INCOME .... . _.. 

Net Earnings 

Other Comprehensive Income/(Loss): _ ... . 
Foreign currency translation, no tax effect in 2007 and 2006 and net of tax liability, of $3 in 2005 
Deferred gains/(losses) on derivatives qualifying as hedges, net of tax benefit of $9 in 2007 and $10 in 2006 and 

net of tax liability of $122 in 2005 
Minimum pension liability adjustment, net of tax liability, of $44 in2006 and net of tax benefit of $4 in 2005 
Deferred gains on pension and other postretiremen! benefits,, net of tax liability ol$102in.2007 
Deferred gains/(losses) on available for sale securities, net of tax benefit of $ 19 in 2007, net of tax liability of $6 

in 2006 and net of tax benefit of $12 in 2005 

Comprehensive Income 

RETAINED EARNINGS 

Retained Earnings, January 1 
Cumulative effect of adoption of FIN No. 48 
N e t  e a r n i n g s  . . . . . . .  .  _  
Cash dividends declared 

Retained Earnings, December 31 

Year Bnrifrt Decpmher 31-
200? MM _20fiL 

$ 2,165 $ 1,585 $ 3,000 

99 129 (270) 

(14) 

238 

(39) 
82 . 

325 
(6) 

(139) 12 (22) 

184 184 27 

$ 2,349 $ 1,769 $ 3,027 

$19,845 
27 

2.165 
(2275) 

$20,464 

1,585 
(2204) 

$19,651 

3,000 
<2,187) 

5 i y , / 0 2  $19,845 $20,464 

The accompanying notes are an integral part of these financial statements. 
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ASSETS . 
Current Assets: 

BRISTOL-MYERS SQUIBB COMPANY 
CONSOLIDATED BALANCE SHEETS 

Dollars in Millions, Except Per Share Data 

Marketable securities 
Receivables, net of allowances of $180 and $150 
Inventories, net 
Deterred income taxes, net of valuation allowances 

. Prepaid expenses 
Assets held for sale 

Total Current Assets 

Property, plant and equipment, net 
Goodwill 
Other intangible assets, net 
Deferred income taxes, net of valuation allowances. 
Other assets 

Total Assets 

Current Liabilities: ...... 
Short-term borrowings 
Accounts payable 
Accrued expenses 
Deferred income 
Acoued rebates and returns 
U.S. and foreign income taxes payable 
Dividends payable . 
Accrued litigation liabilities 
Liabilities related to assets held for sale • 

Total Current Liabilities 

Pension liabilities and other postretirement liabilities . 
Deferred income 
U.S. and foreign income taxes payable 
Other liabilities 
Long-term debt 

Total Liabilities 

Commitments and contingencies (Note 22) 

STOCKHOLDERS' EQUITY 

Preferred stock, $2 convertible series: Authorized 10 million shares; issued and outstanding 5 815m 2007 and 6,001 In 2006, 
liquidation value of $50 per share 

Common stock, par value of $.10 per share: Authorized 4.5 billion shares; 2.2 billion issued in both 2007 and 2006 
Capital in excess of par value of stock 
Restricted stock 
Accumulated other comprehensive loss 
Retained earnings 

Less cost of treasury stock — 226 million common shares in 2007 and 238 million in 2006 

Total Stockholders' Equity 

Total Liabilities and Stockholders' Equity 

necanhtxSI-

$ 1,801 $ 2£18. 
424 1,995 

4,240 3,247 
2,162 2,079 

851 649 
310 314 
560 — 

10,348 10,302 

5,650 ' 5,673 
4,998 4,829 
1,330 1,852 
2,716 2,577 
1430 342 

$ 26,172 $ 25,575 

$ 1,891 $ 187 
1,442 1239 
2,951 2,332 
.447 411 
763 823 
296 444 
614 552 
205 508 
35 — 

8,644 6,496 

782 942 
714 
z-in 

354 

552 544 
4,381 7,248 

15,610 15,584 

220 220 
2,722 2,626 

(97) (128) 
(1,461) (1,645) 
19,762 19,845 

21,146 20,918 
(10,584) (10,927) 

10,562 9,991 

$ 26,172 $ 25,575 

The accompanying notes are an integral part of these financial statements. 
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BRISTOL-MYERS SQUIBB COMPANY 

CONSOLIDATED STATEMENTS OF CASH FLOWS 
Dollars in Millions 

CashFlows From Operating Activities: 
Net earnings ..... . 
Adjustments to reconcile netcamingsto act cash provided bycperatihg activities: 

Depreciation .. . ........ 
Amortization .... • _ • _ 
Deferred income tax benefits _ . . _ . 
Litigation settlement expense, net of recoveries ... 
Stock-based compensation expense 
Provision for restructuring 
Gain on sale of product assetand businesses . ... _ .. 
Deferred income recognized ' 
Acquired in-process research and development 
Impairment charges and asset write-offs 
Loss on disposal of property, plant and equipment and investment in other companies 
Deferred expenses on extinguishment of long-term debt 
(Under)/over distribution of earnings from affiliates 
Unfunded pension expense 

Changes in operating assets and liabilities: 
Receivable®. .•-
Inventories 
Prepaid expenses and other assets 
Litigation settlement payments, net of insurance recoveries 
Accounts payable and accrued expenses 
Product liability 
U.S. and foreign income taxes payable 
Deferred income and other liabilities 

Net Cash Provided by Operating Activities 

Cash Flows From Investing Activities: 
Proceeds from marketable securities 
Purchases of marketable securities 
Additions to property, plant and equipment and capitalized software 
Proceeds from disposal of property, plant and equipment and investment in other companies 
Proceeds from sale of product assets and businesses 
Proceeds from sale and leaseback of properties 
Milestone payments 
Purchase of Adnexus Therapeutics, net of cash acquired 
Purchases of other investments 

Net Cash (Used in)/Provided by Investing Activities 

Cash Flows From Financing Activities: 
Short-term (repaymeots)/borrowings 
Long-term borrowings 
Long-term debt repayments 
Charges on extinguishment of long-term debt 
Issuances of common stock under stock plans and excess tax benefits from share-based payment 

arrangements 
Dividends paid 

Net Cash Used in Financing Activities 

Effect of Exchange Rates on Cash and Cash Equivalents 

Decrease in Cash and Cash Equivalents 
Cash and Cash Equivalents at Beginning of Period 

Cash and Cash Equivalents at End of Period 

Year Ended December 31. 

2M7 ... ISM— 2<w« 

2,165 $ 1,5.85 . $ . 3 , 0 0 0  

.542 . . .564. 577 
350 363 352 

(416). (236) (812) 
14 302 269 

. .133 . 112 — 

183 59 . 32 
(273) (207) . 

. 230 
379. 120 42 
50 26 36. 

— 62 — 

(36). (35) . 5 0 .  
(10) 8 (31) 

(461) 210 539 
(54) 78 (370) 
33. (43) 38 

(318) (272) 11 
SOS (460) (378) 
(21) (50) (48) 

(199) (91) (534) 
356 (12) (162) 

3,153 2,083 1,836 

20,634 31,479 29,532 
(19,878) (30,717) (28,489) 

(843) (785) (738) 
44 . 10 . 73 

233. . 226 843 
— 281 
— (280) — 

(432) — — 

— (8) (30) 

(202) 206 1,191 

(33) 30 (1,625) 
— 2,506 2^10 

(1.300) (3,700) (2,502) 
— (158) — 

333 170 166 
(2,213) (2,199) (2,186) 

(3,213) (3,351) (3,637) 

45 30 (20) 

(217) (1,032) (630) 
2,018 3,050 3,680 

1,801 $ 2,018 $ 3,050 

The consolidated statements of cash flows include the activities of the Medicai Imaging business. 

The accompanying notes are an integral part of these financial statements. 
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Note 1 ACCOUNTING POLICIES 
Basis of Consolidation 

Tlieconsdidated financial statements, prepared in conformity with United States (U.S.) generally accepted accounting nrincinles fGAAPl include the 
fntCe0r^l0fBnKSt,0l"MyerS,iquibb Comp,any (BMS the Company or Bristol-Myers Squibb) and all of its coitroM All 
intercompany balances and transactions have been eliminated. Certain prior year amounts have been reclassified to conform to the current year presentation. 

Use of Estimates 

that FhreP!!!.ti0n.0f finai>cial,statements ,re^ui.r^s the use of estimates and assumptions, based on complex judgments that are considered reasonable 
^d r»ortJd^o»n?^fn of assets.and habliltles and disclosure of contingent assets and contingent liabilities at the date of the financial statement 
and the reported amounts of revenues and expenses during the reporting period. The most significant assumptions are employed in estimates used in 

of intangible assets, restructuring charges and accruals, sales rebate and return accruals, legal contingencies tax assets and tax liabilities 
C0S,te' r®tlrement80(5 postretirement benefits (including the actuarial assumptions), financial instruments with no observable 

market quotes, as well as m estimates used m applying the revenue recognition policy. Actual results may or may not differ from estimated results. 

Revenue Recognition 

« n « « M r e V T e  i n  a c c o r d a ? c e  w i d l  S t a f f  A c c o u n t i n g  B u l l e t i n  ( S A B )  N o .  1 0 1 ,  Revenue Recognition in Financial Statements as 
rwlm ? • °4' Reve"ue Recognition, when title and substantially all the risks and rewards of ownership have transferred to the customer' 
Generally, revenue is recognized at time of shipment. However, in the case of certain sales made by the Nutritionals and ConvaTec segments and certain 
non U.S. businesses within die Pharmaceuticals segment, revenue is recognized on the date of receipt by the purchaser. In accordance^vith Statements of 
Sw IY fTT8 Standards (SFAS)No. 48, Revenue Recognition When Right of Return Exists, revenues are reduced at die time of recognition to 

i w rn^s , are ®stlIJ?at®d based on historical experience and business trends. Additionally, in accordance with PmarPinP i-J^ Task Force 
°r"9' Acc°»"»"Sfi>r Consideration Given by a Vendor to a Customer (Including a Reseller of^nd7r^^^)SSit^^ 
of revenue recognition for discounts, rebates and estimated sales allowances based on historical experience updated for'changes in facts 

and circumstances, as appropriate. Such provisions are recorded as a reduction of revenue. p cnanges m tacts 

_ In the case of new products for which the product introduction is not an extension of an existing line of product where the Comoanv determines that 
s? h r 3 Slml tberapeuticcategory, or where the Company determines the new product has dissimilar rharaeterisrirs wth existing 

products such that die Company cannot reliably estimate expected returns of the new product, the Company defers recognition of revenue until the right of 
return no longer exists or until the Company has developed sufficient historical experience to estimate sales returns. 

Sales Rebate and Return Accruals 

Medicaid rebate rccruals were $125 million and $137 million at December 31,2007 and 2006, respectively Women Infants and Children twin 
rebate accruals were $ 198 million and $230 million at December 31,2007 and 2006, respectively sales return acc'ruakT,^ ̂  
at December 31^007 and 2006, respectively; and managed health care rebate and other contractual discount accruals were $134 million and $111 million at 
December 31,2007 and 2006, respectively. These and other rebate accruals were established in the same period^reSreve™as recoarized 
[Pu'''"ga reduction to sales and die establishment of a liability, which is included in accrued liabilities. An accrual is recorded based on an estimate of 
IT ?" recorded revenue that will result in a rebate or return. Prime vendor charge-back accruals, established in a similar manner are recorded as 

a reduction to accounts receivable and were $70 million and $63 million at December 31,2007 and 2006, respectively. ' 



Income Taxes 

The provision for income taxes has been determined using the asset and liability approach of accounting for income tavec T i„/W tfcie 
repres?'016 ^^consequences expected to occur when the reported*™™* of 

provision for income taxes represents mcome taxes paid or payable for the current year plus the change in deferred taxes durinff the vear IWMTPH 
resuh from differences between the financial and tax bases of die Company's assetsy andlkbiUt.Sam aS focfiinSeS taS? 

reaHy^f Thra^L611' !'f °° allowanc®s recorded to reduce deferred tax assets when it is more likely than not that a tax benefit will not be 

respectively, net of valuation allowances of $1,950 million and $6253n reSctively ' m,Ul0n "* $3,154 mllh°n' 
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The Company has recorded significant deferred tax assets at December 31,2007 related to U.S. foreign tax credit carryforwards of approximately 
$1,140 million, U.S. research tax credit carryforwards of approximately $275 million and charitable contribution carryforwards of $80 million The 
charitable contribution carryforwards expire in varying amounts beginning in 2009, while the foreign tax credit and research tax credit carryforwards expire 
in varying amounts beginning in 2012. The foreign tax credit and research credit have been reduced due to derecognition under Financial Accounting 
Standards Board (FASB) Interpretation (FIN) No. 48, Accounting for Uncertainty in Income Taxes - an Interpretation o/FASB Statement No. 109. 
Realization of these credits and charitable contribution carryforwards is dependent on generating sufficient domestic taxable income prior to their 
expiration. Although realization is not assured, management believes it is more likely than not that these deferred tax assets will be realized. The Company 
anticipates increasing its level of domestic profitability over time by undertaking actions such as its Productivity Transformation Initiative (PTT), increasing 
its biologies manufacturing capacity in the U.S. and implementing tax planning strategies. While increasing domestic profitability will likely cause the 
Company's effective tax rate to increase, it will also further enhance the Company's ability to utilize its foreign tax credit, research tax credit and 
contribution carryforwards. 

The Company conducts business in various countries throughout the world and is subject to tax in numerous jurisdictions. As a result of its business 
activities, the Company files a significant number of tax returns that are subject to examination by various Federal, state and local tax authorities. Tax 
examinations are often complex, as tax authorities may disagree with the treatment of items reported by the Company and may require several years to 
resolve. The Company establishes liabilities for possible assessments by tax authorities resulting from known tax exposures including, but not limited to, 
transfer pricing matters, tax credits and deductibility of certain expenses. Such liabilities represent a reasonable provision for taxes ultimately expected to be 
paid, and may need to be adjusted over time as more information becomes known. The effect of changes in estimates related to contingent tax liabilities is 
included in the effective tax rate reconciliation in "—Note 8. Income Taxes." 

In July 2006, the FASB issued FIN No. 48, which, in the case of the Company, was effective as of January I, 2007. FIN No. 48 clarifies the 
accounting for uncertainty in income taxes recognized in an enterprise's financial statements in accordance with SFAS No. 109, Accounting for Income 
Taxes. FIN No. 48 requires that all tax positions be evaluated using a recognition threshold and measurement attribute for the financial statement 
recognition and measurement of a tax position taken or expected to be taken in a tax return. Differences between tax positions taken in a tax return and 
amounts recognized in the financial statements are recorded as adjustments to income taxes payable or receivable, or adjustments to deferred taxes, or both. 
FIN No. 48 also requires expanded disclosure at the end of each reporting period including a tabular reconciliation of unrecognized tax benefits. The 
Company adopted FIN No. 48 on January 1,2007. As a result of the adoption of this accounting pronouncement, the Company recognized $27 million of 
previously unrecognized tax benefits, which was accounted for as an increase to the opening balance of retained earnings. In May 2007, the FASB issued 
FASB Staff Position (FSP) FIN No. 48-1, Definition of Settlement in FASB Interpretation No. 48, which is effective retroactively to January 1,2007. FSP 
FIN No. 48-1 provides guidance on how to determine whether a tax position is effectively settled for the purpose of recognizing previously unrecognized 
tax benefits. The adoption of FSP FIN No. 48-1 did not have any effect on the Company's consolidated financial statements. 

As previously reported, upon the adoption of FIN No. 48, the Company's total amount of uncertain tax benefits as of January 1,2007, net of deferred 
income tax benefits, and excluding interest and penalties, was $960 million. In addition, the Company derecognized on adoption $180 million of 
unrecognized tax benefits, for which there is no tax rate impact when settled. As such, the gross unrecognized tax benefits at January 1,2007 were $1 140 
million. ' 

As of December 31,2007, the Company had approximately $14.1 billion of undistributed earnings of foreign subsidiaries for which taxes have not 
been provided as the Company has invested or expects to invest these undistributed earnings permanently offshore. If, in the future, these earnings are 
repatriated to the U.S., or if the Company determines such earnings will be remitted in the foreseeable future, additional tax provisions would be required. 
Due to complexities in the tax laws and the assumptions that would have to be made, it is not practicable to estimate the amounts of income taxes that would 
have to be provided. 

Cash and Cash Equivalents 

Cash and cash equivalents primarily consist of bank deposits, time deposits and money market funds. Cash equivalents are primarily highly liquid 
investments with original maturities of three months or less at the time of purchase and are recorded at cost, which approximates fair value. The Company 
maintains cash and cash equivalent balances in U.S. dollars and foreign currencies which are subject to currency rate risk. 

Marketable Securities 
The Company accounts for marketable securities in accordance with SFAS No. 115, Accounting for Certain Investments in Debt and Equity 

Securities. The Company determined the appropriate classification of all marketable securities was "available-for-sale" at the time of purchase. As such, at 
December 31,2007 and 2006, all of the Company's investments in marketable securities were reported at fair value. Fair value is determined based on 
observable market quotes or valuation models using assessments of 
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than temporary are dto^eTto e^tagSMd ̂ those Sat^Srick^ liquidity. Declines in fair value that are considered other 

(OCI) in stockholders' equity. The Comnanv uses the averaoe rn»t nwttJ??!?r% f sported as a component of accumulated other comprehensive income 

of its available-for-sairseanities. Realrz^gains ̂ d losws are indu^^in otoer^ome (expense)88'8 m coml>,lt'n® rea'ized gains and losses on the safe 

Inventory Valuation 
Inventories are generally stated at average cost, not in excess of market. 

Capital Assets and Depreciation 

the estimatecfusefii] «*• Depreciation is generally computed on a straight-line method based on 

years for machinery, equipment and « 50 yearn, for buildings and 3 to 40 
of its depreciable assets may not be recoverable. y uates whether current events or circumstances indicate that the carrying value 

Impairment of Long-Lived Assets 

used may not be^eroverable^IfLThcircu^^^^ the value depreciable assets to be held and 

or the appropriate grouping of assets, is compared to the carrying value to determine whetheHmnail^t ^ Crr S pro^uced by "re long-lived asset, 

ztsssstie<afistima,ed'ruturei^^ 

Capitalized Software 

software, which ranges from ^toT^ye»sS°Sstslofolfta^^'Ml^turfOTDroSc^that16 capi'aI^zed and ^^'zed over the estimated useful life of the 

accumulated amortization, included in other intangible assets was £248 imn£>n InH «oi ?'8mfica5t are expensed as incurred. Capitalized software, net of 

Investments 

accounting, otherwise the cost method is used. The Company's share of net kicome or losse^nf p^, ^'Se SI8f"ficanf "?fluence using the equity method of 

affiliates in the consolidated statement of earnings Losses are recognized in other income ?ev \ 3nvestJle"ts '? included in equity in net income of 

than temporary. The Company reviews its equity investments foTti^Smi^t WH on ^pense) when,a decline m market value is deemed to be other 

investment below the Company's carrying valiTis otheTthan ^bethST Ae decline » market value of the 

Board (APB) Opinion No. 18, The Equity Method of Accounting for Investments incTf110,e £°mpany considers Accounting Principles 

evaluated in determining whether a loss in value should be recognized inch^no thfromn " rela'ed '"'eipretations, which set forth factors to be 

price fluctuations of the investment's publicly traded shares and inability offtefnvrateeto™Lin»! • ltS m.vestmant'the market price ̂  maiket 
amount of the investment. naointy ot the mvestee to sustain an earnings capacity, which would justify the carrying 

Goodwill and Other Intangible Assets 

first step is to identify a PO^emfaHmpalmenTandthe"!^^^ for ""Painnent annually using a two-step process. The 

the carrying amount of a reporting unit's goodwill exceeds its estimated fair vaWThcP™ lmpairmi;n' >°ss. if any Goodwill is deemed to be impaired if 



,, . Other intangible assets, consisting of patents, trademarks, technology, licenses, and capitalized software, are amortized on a straight-ling hasis over 
their useful lives, ranging from 3 to 17 years. Such intangible assets, other than capitalized software, are deemed to be impaired if their net carrying value 
exceeds their estimated 6ir value. Capitalized software is evaluated for impairment as described under "—Impairment of Long-Lived Assets" above. 

91 



Table of Contents 
Note 1 ACCOUNTING POLICIES (Continued) 

Restructuring 
To streamline operations and rationalize manufacturing facilities, the Company has periodically recorded restructuring charges. As a result, the 

Company has made estimates and judgments regarding its future plans, including future termination benefits and other exit costs to be incurred when the 
restructuring actions take place. Actual results may vary from these estimates. 

Product Liability 
Accruals for product liability (including associated legal costs) are recorded on an undiscounted basis when it is probable that a liability has been 

incurred and the amount of the liability can be reasonably estimated based on existing information. These accruals are adjusted periodically as assessment 
efforts progress or as additional information becomes available. Receivables for related insurance or other third-party recoveries for product liabilities are 
recorded, on an undiscounted basis, when it is probable that a recovery will be realized and are classified as a reduction of litigation charges in the 
consolidated statement of earnings. 

Contingencies 
In the normal course of business, the Company is subject to loss contingencies, such as legal proceedings and claims arising out of its business, that 

cover a wide range of matters, including, among others, government investigations, shareholder lawsuits, product and environmental liability, and tax 
matters. In accordance with SFAS No. 5, Accounting for Contingencies, the Company records accruals for such loss contingencies when it is probable thai a 
liability will be incurred and the amount of loss can be reasonably estimated. The Company, in accordance with SFAS No. 5, does not recognize gain 
contingencies until realized. For a discussion of contingencies, see "—Note 8. Income Taxes" and "—Note 22. Legal Proceedings and Contingencies." 

Derivative Financial Instruments 
Derivative financial instruments are used by the Company principally in the management of its interest rate and foreign currency exposures. The 

Company does not hold or issue derivative financial instruments for speculative puiposes. 

The Company records all derivative instruments on the balance sheet at fair value. Changes in a derivative's fair value are recognized in earnings 
unless specific hedge criteria are met. If the derivative is designated as a fair value hedge, the changes in the fair value of the derivative and of the hedged 
item attributable to the hedged risk are recognized in the consolidated statement of earnings. If the derivative is designated as a cash flow hedge, the 
effective portions of changes in the fair value of the derivative are recorded in OCI and are subsequently recognized in the consolidated statement of 
earnings when the hedged item affects earnings; cash flows are classified consistent with the underlying hedged item. For purchased foreign currency 
options, the entire change in fair value is included in the measurement of hedge effectiveness for cash flow hedges. Ineffective portions of changes in the 
fair value of cash flow hedges, if any, are recognized as a charge or credit to earnings. 

The Company designates and assigns derivatives as hedges of forecasted transactions, specific assets or specific liabilities. When hedged assets or 
liabilities are sold or extinguished or the forecasted transactions being hedged are no longer expected to occur, the Company immediately recognizes the 
gain or loss on the designated hedging financial instruments in the consolidated statement of earnings. 

Shipping and Handling Costs 
The Company typically does not charge customers for shipping and handling costs. Therefore, shipping and handling costs are included in marketing, 

selling and administrative expenses and were $262 million in 2007, $251 million in 2006 and $230 million in 2005. 

Advertising Costs 
Advertising costs are expensed as incurred. Advertising expense was $505 million, $474 million and $500 million in 2007,2006 and 2005, 

respectively. 
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Research and Development 

Research and development costs are expensed as incurred. The Company from time to time will enter into strategic alliances with third parties which 
give the Company rights to develop, manufacture, market and/or sell pharmaceutical products, the rights to which are owned by such third parties. As a 
result of these alliances, the Company may be obligated to make payments to alliance partners in connection with research and development contingent 
upon the achievement of certain pre-determined criteria. For milestones achieved prior to regulatory approval of the product, such payments are expensed 
as research and development Milestone payments made in connection with regulatory approvals, including non-U.S. regulatory approvals and additional 
indications, are capitalized mid amortized to cost of products sold over the remaining useful life of the asset. All capitalized milestone payments are tested 
tor recoverability periodically or whenever events or changes in circumstances indicate that the carrying amounts may not be recoverable The Company 
records research and development, net of reimbursements, in connection with collaboration agreements. 

Acquired In-Process Research and Development 

'Hie fair value of in-process research and development acquired in a business combination is determined based on the present value of each research 
project s projected cash flows. An income approach is utilized that is consistent with guidance in the practice aid issued by the American Institute of 
Certified Public Accountants, Assets Acquired in Business Combinations to Be Used in Research and Development Activities: A Focus on Software 
Electronic Devices and Pharmaceutical Industries. Future cash flows are predominately based on the net income forecast of each project, consistent with 
historical pricing, margins and expense levels of similar products. Revenues are estimated based on relevant market size and growth factors expected 
industry trends, individual project life cycles and the life of each research project's underlying patent. In determining the fair value of each research project 
expected revenues are first adjusted for technical risk of completion. The resulting cash flows are then discounted at a rate approximating the Company's ' 
weighted-average cost of capital. Other acquired in-process research and development is expensed as incurred when the underlying product has not 
received regulatory approval and does not have any future alternative use. In addition, costs that are nonrefundable, related to the acquisition or licensing of 
products that have not yet received regulatory approval to be marketed and that have no alternative future use, are charged to earnings as incurred. 

Earnings Per Share 

Basic earnings per common share are computed using the weighted-average number of shares outstanding during the year. Diluted earnings per 
common share are computed using the weighted-average number of shares outstanding during the year plus the incremental shares mitsranHmg assuming 
the exercise of dilutive stock options, restricted stock and convertible instruments. 

Foreign Currency Translation 

The statements of earnings of the Company's foreign subsidiaries are translated into U.S. dollars using average exchange rates The net assets of the 
Company s foreign subsidiaries are translated into U.S. dollars using current exchange rates. The U.S. dollar effects that arise from translating the net assets 
ot these subsidiaries at changing rates are recorded m the foreign currency translation adjustment account, which is included in accumulated OCI. 

Recently Issued Accounting Standards 

At its December 2007 meeting, the FASB ratified the consensus reached by the EJTF in issue No. 07-1, Accounting for Collaborative Arrangements 
Related to the Development and Commercialization of Intellectual Property. The EITF concluded that a collaborative arrangement is one in which the 
participants are actively involved and are exposed to significant risks and rewards that depend on the ultimate commercial success of the endeavor. 
ni?^roU DS 00818 incurred with third parties in connection with collaborative arrangements would be presented gross or net based on the criteria in EITF 

. R?P°rtm% rtevenae Gross as a Principal versus Net as an Agent, and other accounting literature. Payments to or from collaborators would be 
evaluated aid presented based on the nature of the arrangement and its terms, the nature of the entity's business, and whether those payments are within the 
scope of other accounting literature. The nature and purpose of collaborative arrangements are to be disclosed along with the accounting policies and the 
classification and amounts of significant financial statement amounts related to the arrangements. Activities in the arrangement conducted in a separate legal 
entity should be accounted for under other accounting literature; however required disclosure under EITF 07-1 applies to the entire collaborative agreement. 
This Issue is effective for fiscal years beginning after December 15,2008, and is to be applied retrospectively to all periods presented for all collaborative 
arrangements existing as of the effective date. The Company is currently in the process of evaluating the impact of adopting this pronouncement. 



an acquirerto^l^ ®ASNo. 141, Business Combinations, and requires 

their fair values as Sf that date, with ! iKSSZ EJiSff 8 M at °* aCquisiti0n measured at 
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acquirer in a business combination achieved in stages to recognize the identifiable assets and liabilities, as well as the non-controlling interest in the 

a'.he lvalues. SFAS N°- 141(R) makes various other amendments to authoritative literature intended to provide additional 

guidance or to confirm the guidance m that literature to that provided in this Statement This Statement applies to business combinations for which the 

acquisition date is on or after December 15,2008. The Company is currently in the process of evaluating the impact of adopting this pronouncement. 

<5fa« K«?iSnbfrkr>»!7'FASB if^Ued SJAS N°' 160, N°"<:°ntrollmg Interests in Consolidated Financial Statements—an amendment of ARB No. 51. 
SFAS No. 160 establishes accounting Mid reporting standards that require die ownership interests in subsidiaries held by parties other than the parent to be 

clearly identified, labeled and presented in the consolidated statement of financial position within equity, but separate from the parent's equitv. This 

statement also requires the amount of consolidated net income attributable to the parent and to the noncontrolling interest to be clearly identified and 

jwesented on the face of the consolidated statement of income. Changes in a parent's ownership interest while the parent retains its controlling financial 

interest in its subsidiary must be accounted for consistently, and when a subsidiary is deconsolidated, any retained noncontrolling equity investment in the 

former subsidiary must be initially measured at fair value. The gain or loss on the deconsolidation of the subsidiary is measured using the fair value of any 

n°nco^ro'h"2 eqnity investment. The Statement also requires entities to provide sufficient disclosures that clearly identify and distinguish between the 

interests of the parent and the interests of the noncontrolling owners. This Statement is effective for fiscal years beginning after December 15 2008. The 

Company is currently in the process of evaluating the impact of adopting this pmnmm^gnient. ' 

n t, VT ?)07bthe EI7 refned ? consens»s on Issue No. 07-3, Accountingfor Nonrefundable Advance Payments for Goods or Services Received to Be Used m Future Research and Development Activities. Nonrefundable advance payments for goods or services that will be used or rendered for future 

research and development activities should be deferred and capitalized. Such amounts should be recognized as an expense as the related goods are delivered 

or the services are performed, or when the goods or services are no longer expected to be provided. This Issue is effective for fiscal years beginning after 

December 15,2007, and earlier application is not permitted. The pronouncement is not expected to have a material efTect on the Company's consolidated 

imanciai statements. J 

In issued SFAS No- 159> ne Fair VaIue Option for Financial Assets and Financial Liabilities—Including an amendment 
o] t ASB Statement No. 115, which permits an entity to measure certain financial assets and financial liabilities at fair value. The objective of SFAS No 159 

is to improve financial reporting by allowing entities to mitigate volatility in reported earnings caused by the measurement of related assets and liabilities 

using different attributes, without haying to apply complex hedge accounting provisions. Under SFAS No. 159, entities that elect the fair value option fbv 

!.vS^LW^lrep°^eMZe, eialnf ??.d'osses in eamings at !?cl» subsequent reporting date. The fair value option election is irrevocable, unless a new 

election date occurs. SFAS No. 159 estabhshes presentation and disclosure requirements to help financial statement users understand the effect of the 

entity s election on its earnings, but does not eliminate disclosure requirements of other accounting standards. Assets and liabilities that are measured at fair 

value must be displayed on the face of the balance sheet. This Statement is effective for fiscal years beginning after November 15,2007. The Company did 

not elect early adoption of this pronouncement as permitted. The adoption of this accounting pronouncement is not expected to have a material effect on the 
Company s consolidated financial statements. 

In September 2006, the FASB issued Statement SFAS No. 158, Employers' Accountingfor Defined Benefit Pension and Other Postretirement 
cTVine"J °ACA ^tatel"ents No. 87, 88, 106, and 132(R). This pronouncement requires an employer to recognize the overfunded or 

underfunded status of a defined benefit postretirement plan (other than a multiemployer plan) as an asset or liability in its statement of financial position and 

to recognize changes in that funded status in the year m which the changes occur through comprehensive income of a business entity. This pronouncement 

also requires an employer to measure the funded status of a plan as of the date of its year-end statement of financial position, with limited exceptions The 

pronouncement does not require prior penodsto be restated to reflect the impact of SFAS No. 158. The Company adopted SFAS No. 158 in the fiscal year 

, t??7 u-' l2? ^ ad°Ptl0n of accounting pronouncement resulted in a $1,064 million reduction of accumulated OCI in stockholders' 

rSlulU aSS6,S 3 milhon lncrease in total liabilities. The adoption of SFAS No. 158 did not impact the Company's 

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements. This pronouncement defines fair value, establishes a framework for 

VaiU£ fld37ands <^®c]5?ures about fair value measurements. This Statement is effective for fiscal years beginning after November 15 

November 14,2007, the FASB agreed to a one-year deferral for the implementation of SFAS No. 157 for other non-financial assets and 

liabilities. The adoption of this accounting pronouncement is not expected to have a material effect on the Company's consolidated financial statements for 

financial assets and liabilities and any other assets and liabilities carried at fair value. The Company is currently in the process of evaluating the impact of 
adopting this pronouncement for other non-financial assets or liabilities. «u«uiig ure unpaci oi 
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In September 2006, the U.S. Securities and Exchange Commission (SEC) issued SAB No. 108, Considering the Effects of Prior Year Misstatements 
when Quantifying the Misstatements in Current Year Financial Statements, that expresses the staff's views regarding the process of quantifying financial 
statement misstatements. This bulletin is effective for any interim period of the first fiscal year ending after November 15,2006. SAB No. 108 requires that 
companies utilize a "dual approach" to assess the quantitative effects of financial statement misstatements. The dual approach includes both an income 
statement focus and balance sheet focus assessment. The adoption of this bulletin did not have any effect on the Company's consolidated financial 
statements. 

In July 2006, the FASB issued FASB Interpretation (FIN) No. 48, Accounting for Uncertainty in Income Taxes - an interpretation ofFASB Statement 
No. 109, which, in the case of the Company, is effective as of January 1,2007. FIN No. 48 clarifies the accounting for uncertainty in income taxes 
recognized in an enterprise's financial statements in accordance with SFAS No. 109, Accounting for Income Taxes. FIN No. 48 requires that all tax 
positions be evaluated using a recognition threshold and measurement attribute for the financial statement recognition and measurement of a tax position 
taken or expected to be taken in a tax return. Differences between tax positions taken in a tax return and amounts recognized in the financial statements are 
recorded as adjustments to income taxes payable or receivable, or adjustments to deferred taxes, or both. FIN No. 48 also requires expanded disclosure at 
the end of each reporting period including a tabular reconciliation of unrecognized tax benefits. The Company adopted FIN No. 48 on January 1,2007. As a 
result of the adoption of this accounting pronouncement, the Company recognized $27 million of previously unrecognized tax benefits, which was 
accounted for as an increase; to the opening balance of retained earnings. In May 2007, the FASB issued FSP FIN No. 48-1, Definition of Settlement in 
FASB Interpretation No. 48, which is effective retroactively to January 1,2007. FSP FIN No. 48-1 provides guidance on how to determine whether a tax 
position is effectively settled for the purpose of recognizing previously unrecognized tax benefits. The adoption of FSP FIN No. 48-1 did not have any 
effect on the Company's consolidated financial statements. 

In March 2006, the FASB issued SFAS No. 156, Accounting for Servicing ofFinancial Assets- an amendment of FASB Statement No. 140. This 
pronouncement relates to the accounting for separately recognized servicing assets and servicing liabilities. This Statement is effective for fiscal years 
beginning after September 15,2006. The adoption of this accounting pronouncement did not have a material effect on the Company's consolidated financial 
statements. 

In February 2006, the FASB issued SFAS No. 155, Accounting for Certain Hybrid Financial Instruments, an amendment ofFASB Statements No. 133 
and 140. This pronouncement primarily resolves certain issues addressed in the implementation of SFAS No. 133, Accounting for Derivative Instruments 
and Hedging Activities, concerning beneficial interests in securitized financial assets. The Statement is effective for all financial instruments acquired, 
issued or subject to a remeasurement event occurring after the beginning of the 2007 fiscal year. The adoption of this accounting pronouncement did not 
have a material effect on the Company's consolidated financial statements. 

In May 2005, the FASB issued SFAS No. 154, Accounting Changes and Error Corrections—a replacement of APB Opinion No. 20 and FASB 
Statement No. 3. This pronouncement applies to all voluntary changes in accounting principle, and revises the requirements for accounting for and reporting 
a change in accounting principle. SFAS No. 154 requires retrospective application to prior periods' financial statements of a voluntary change in accounting 
principle, unless it is impracticable to do so. This pronouncement also requires that a change in the method of depreciation, amortization, or depletion for 
long-lived, non-financial assets be accounted for as a change in accounting estimate that is effected by a change in accounting principle. SFAS No. 154 is 
effective for accounting changes and corrections of errors made in fiscal years beginning after December 15,2005. The Statement does not change the 
transition provisions of any existing accounting pronouncements, including those that are in a transition phase as of the effective date of SFAS No. 154. The 
adoption of this accounting pronouncement did not have a material effect on the Company's consolidated financial statements. 

In March 2005, the FASB issued FIN No. 47, Accounting for Conditional Asset Retirement Obligations—an interpretation ofFASB Statement 
No. 143. FIN No. 47 clarifies that an entity must record a liability for a conditional asset retirement obligation if the fair value of the obligation can be 
reasonably estimated. Asset retirement obligations covered by FIN No. 47 are those for which an entity has a legal obligation to perform an asset retirement 
activity, even if the timing and method of settling the obligation are conditional on a future event that may or may not be within the control of the entity. 
FIN No. 47 also clarifies when an entity would have sufficient information to reasonably estimate the fair value of an asset retirement obligation. This 
Interpretation was effective no later than the end of fiscal years ending after December 15,2005. The Company adopted the provisions of FIN No. 47 in the 
fiscal year ended December 31,2005, and adoption of this accounting pronouncement did not have a material effect on the Company's consolidated 
financial statements. 



In December 2004, the FASB issued SFAS No. 123 (revised 2004), Share-Based Payment (SFAS No. 123(R)), which requires the measurement and 
recognition of compensation expense for all stock-based payment awards made to employees and directors based on estimated fair values. SFAS 
No. 123(R) supersedes the Company's previous accounting under AFB No. 25, Accounting for Stock Issued to Employees, for periods beginning January 1, 
2006. In March 2005, the SEC issued SAB No. 107, Share-Based 
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Payment, rela ting to SFAS No. 123(R). The Company has applied the provisions of SAB No. 107 in its adoption of SFAS No. 123(R). The Company 
ed j l , ,usmg Ae modlfled prospective transition method, which requires the application of the accounting standard as of January 1 

2006, and has elected the alternative method as provided in FSP No. 123(R)-3, Transition Election Related to Accounting for the Tax Effects of ' 
Sha^Based Payment Awards, in determining the Company's pool of excess tax benefits. The Company's consolidated financial for the year 
ended December 31,2006 reflect the impact of SFAS No. 123(R). In accordance with the modified prospective transition method, the Company's 
consolidated financial statements for pnor periods have not been restated to reflect, and do not include, the impact of SFAS No 12300 Stock-based 
compensation expense recognized under SFAS No. 123(R) for the year ended December 31,2006 was $112 million ($73 million, net of tax) or $0 04 per 
share, with a corresponding amount recorded in additional paid-in capital within stockholders' equity. Additionally, $10 million related to performance 
awards was reclassified from liabilities to stockholders' equity in connection with the adoption of SFAS No. 123(R). 

Note 2 ALLIANCES AND INVESTMENTS 
Sanofi-Aventis 

The Company has agreements with Sanofi-Aventis (Sanofi) for the codevelopment and cocommercialization of AVAPRO*/AVALIDE* (irbesartan! 
an angiotensinI)[receptor antagonist indicated for the treatment of hypertension and diabetic nephropathy, and PLA VIX* (clopidogrel) a platelet 
aggregation inhibitor. The worldwide alliance operates under the framework of two geographic territories; one in the Americas (principally the U S 
Canada, Puerto Rico and Latin American countries) and Australia and the other in Europe and Asia. Accordingly, two territory partnerships were'fonned to 
manage central expenses, such as marketing, research and development and royalties, and to supply finished product to the individual coimtries In general 
at the country level, agreements either to copromote (whereby a partnership was formed between the parties to sell each brand) or to comarket (whereby the 
parties operate and sell Aeir brmds mdepradently of each other) are in place. The agreements expire on the later of (i) with respect to PLA VIX*, 2013 and, 
with respect to AV AFRO /AVALIDE , 2012 in the Americas and Australia and 2013 in Europe and Asia and (ii) the expiration of all patents and other 
™lvIty nSh,s ln the applicable territory. The Company acts as the operating partner for the territoiy covering the Americas and Australia and owns a 

ill n??Jonty controlling interest in this territory. Sanofi's ownership interest in this territory is 49.9%. As such, the Company consolidates all country 
partnership results for_this territory and records Sanofi's share of the results as a rpinority interest, net of taxes, which was $746 million in 2007, $428 
T • QVO 9°roPa,ny recorded 83165« this territoiy and in comarketing countries in the territory covering Europe and 
Asia of $5,958 million in 2007, $4,355 million m 2006 and $4,805 million in 2005. 

,. _ Cash fl?ws from operating activities of the partnerships in the territory covering the Americas and Australia are recorded as operating activities within 
the Company s consolidated statement of cash flows. Distributions of partnership profits to Sanofi and Sanofi's funding of ongoing partnerchip operations 
occur on a routine basis and are also recorded within operating activities on die Company's consolidated statement of cash flows. 

Sanofi acts as the operating partner of the territory covering Europe and Asia and owns a 50.1% majority financial controlling interest within this 
territory . The Company s ownership interest in the partnerships within this territory is 49.9%. The Company accounts for the investment in partnership 
entities m this territory under the equity method and records its share of the results in equity in net income of affiliates in the consolidated statement of 
earnings. The Company s share of net income from these partnership entities before taxes was $526 million in 2007, $439 million in 2006 and $345 million 

The Company routinely receives distributions of profits and provides funding for the ongoing operations of the partnerships in the territory covering 
Europe and Asia. These transactions are recorded as operating activities within the Company's consolidated statement of cash flows. 

.  .  , I n  2 0 0 1 ,  t h e  C o m p a n y  a n d  S a n o f i  ( t h e  C o m p a n i e s )  f o r m e d  a n  a l l i a n c e  f o r  t h e  c o p r o m o t i o n  o f  i r b e s a r t a n ,  a s  p a r t  o f  w h i c h  t h e  C o m p a n y  c o n t r i b u t e d  
the irbesartan distribution nghts m the U.S. and Sanofi paid the Company a total of $350 million in the two years ended December 31 2002 The Company 
accounted for this transaction as a sale of an interest in a license. The $350 million was deferred and is being amortized to other income over the expected 
useful life of the license, which is approximately 11 years from the formation of the irbesartan copromotion alliance. The Company recognized other 
income of $32 mlbon, *31 mijlion and $31 million in 2007, 2006 and 2005, respectively. The unamortized portion of the deferred income is recorded in the 
liabilities section of the consolidated balance sheet and was $ 154 million and $ 186 million as of December 31,2007 and 2006, respectively. 
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EuropeandAsia-1118 * summanzed fmancial information for the Company's equity investments in the partnership with Sanofi for the territory covering 

Re^LMU"°'U - - -»*- * 

Grossorofit - 52,785 $2,436 
- 2,379 2,156 . 1,875 

cSr~ets _ ; - ' ; " " - - - ®, 95§ -g 

Current liabilMe&- - . - * J 1J27 L595 S 

Otsuka 

r w  i  T ^ ' ^  8  w o r , ' ^ d e  c o m m e r c i a l i z a t i o n  a g r e e m e n t  w i t h  O t s u k a  P h a r m a c e u t i c a l  C o . ,  L t d .  ( O t s u k a ) ,  t o  c o d e v e l o p  a n d  c o m o m o t e  w i t h  
Otsuka ABILIFY (anpiprazole) for the treatment of schizophrenia and related psychiatric disorders, except in Japan, China, Taiwan, North Korea, South 
Korea, the Phihppmes, Thailand, Indonesia, Pakistan and Egypt. The product is currently copromoted with Otsuka in the United Kingdom (UK) Germany 
r !"C!..a° P.Mr.' fnl ' Germany and Spain, where the product is invoiced to third-party customers by the Company on behalf of Otsuka,' the 

revenue.for ,'lS2n.tra?tPd sjrare of third-party net sales and records all expenses related to the product. The Company 
c™8"!! J i"® ' ,nce revenue when ABILIFY is shipped and all risks and rewards of ownership have transferred to third-party customers. In the UK, 
France and Italy,.where the Company is presently the exclusive distributor for the product, the Company records 100% of the net sales and related cost of 
products sold and expenses. The Company also has an exclusive right to sell ABILIFY* hi other countries 
countries in Asia. In these countries, the Company records 100% of the net sales and related cost of products sold. 

°!!.tbe 8greS"ent'&e Company Purchases the product from Otsuka and performs finish manufacturing for sale by the Company or 
Otsuka to Uurd-party customers. The agreement expires in November 2012 in the U.S. For the entire European Union, the agreement expires in June 2014 

T 'toCompanyhas the exclusive right to sell ABILIFY*, the agreement expires on the later of the 10th anniversary of the first 
commercial sale in such country or expiration of the applicable patent in such country. 

The Company recorded total revenue for ABILIFY* of $1,660 million in 2007, $1,282 million in 2006 and $912 million in 2005 Total milestone 
payments made to Otsuka un^r the agreement through December 2007 were $217 million, of which $157 million was expensed as acquired in-^oc«s 
Ii^^fl,o^nffh0pmen '??9-The remaining $1° mlL'lon TaS capitalized in other ^tangible assets and is amortized in cost of products soever the 

agreement mthe!U.S., ranging from 8 to 11 years. The Company amortized in cost of products sold $6 million in each of 2007 2006 
and 2005. The unamortized capitalized payment balance was $29 million and $35 million as of December 31,2007 and 2006, respectively. 

ImClone 

The Company has a commercialization agreement expiring in September 2018 with ImClone Systems Incorporated (ImClone) a biooharmaceutical 
^niT"8 t.rea{nlents> for ^ codevelopment and copromotion of ERBITUX* in the U.S. In 2004, the U.S. Food and 

pA)apPr0V. LlCense ApphcatI0n for ERBITUX* for use in combination with irinotecan in the freatment of patients 
U T , 5eC?.por (EGFRhexpressmg, metastatic colorectal cancer (mCRC) who are refractory to irinotecan-based chemotherapy 
?nni n, nna 8 ° tratients with EGFR-expressing mCRC who are intolerant to irinotecan-based chemotherapy In March 
2006 die FDA approved ERBITUX for use in the treatment of squamous cell carcinoma of the head and neck in combination with radiation or as 
monotherapy.. The $£50 r?llhonas a milestone payment to ImClone for each of the FDA approvals in 2004 and 2006. Under the agreement 
ImClone receives a distribution fee based on a flat rate of 39% of net sales in North America. In October 2007, the Company and ImClone amended their ' 
codevelopment agreement with Merck KGaA to provide for cocommereialization of ERBITUX* in Japan, which expires in 2032. ImClone has the ability to 
'^J"ma'e 1,16 agreement after2018 if they determine that it is commercially unreasonable for them to continue. ERBITUX* is not yet marketed in Japan 
withadVi^edSforemS^r" " Japanese Pharmaceuticals and Medical Devices Agency for the use of ERBITUX* in treating patients 

™efConTfy amounts for the $500 million total approval milestones paid in 2004 and 2006 as license acquisitions, and amortizes the payments into 
the cost of products sold OVCT the remaining term of the agreement, which ends in 2018. In 2007,2006 and 2005, the Company amortized into costof 

J? t an<?, 7 mdll0n' respectively. The unamortized portion of the approval payments is recorded in other intangible 
assets, and was $397 million and $435 million at December 31,2007 and 2006, respectively. 
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The Company accounts for its investment in ImClone under the equity method and records its share of the results in equity in net income of affiliates 
in the consolidated statement of earnings. The Company's recorded investment and the market value of its holdings in ImClone common stock was $114 
million and approximately $619 million as of December 31,2007, respectively, and $109 million and approximately $385 million as of December 31,2006, 
respectively. The Company holds 14.4 million shares of ImClone stock, representing approximately 17% of ImClone's shares outstanding at December 31, 
2007 and 2006. On a per share basis, the carrying value of the ImClone investment and the closing market price of the ImClone shares as of December 31, 
2007 were $7.92 and $43.00, respectively, compared to $7.59 and $26.76, respectively, as of December 31,2006. 

The Company determines its equity share in ImClone's net income or loss by eliminating from ImClone's results the milestone revenue ImClone 
recognizes for the $400 million in pre-approval milestone payments made by the Company from 2001 through 2003. The Company recorded $80 million of 
the pre-approval milestone payments as an equity investment and expensed the remaining $320 million as acquired in-process research and development 
during that period. Milestone revenue recognized by ImClone in excess of $400 million is not eliminated by the Company in determining its equity share in 
ImClone's results. For its share of ImClone's results of operations, the Company recorded net income of $7 million in 2007, net income of $43 million in 
2006 and a net loss of $5 million in 2005. The Company recorded net sales for ERBITUX* of $692 million in 2007, $652 million in 2006 and $413 million 
in 2005. 

Gilead 

In 2004, the Company and Gilead Sciences, Inc. (Gilead) entered into a joint venture to develop and commercialize a fixed-dose combination of the 
Company's SUSTIVA (efavirenz) and Gilead's TRUVADA* (emtricitabine and tenofovir disoproxil fumarate) in the U.S. In July 2006, the FDA granted 
approval of ATRIPLA* (efavirenz 600 mg/ emtricitabine 200 mg/ tenofovir disoproxil fumarate 300 mg) for the treatment of human immunodeficiency 
virus infection in adults. In September 2006, the companies amended their agreements to commercialize ATRIPLA* in Canada. ATRIPLA* was approved 
by Health Canada in October 2007 and by the European Commission in December 2007 for commercialization in the 27 countries of the EU, as well as 
Norway and Iceland. 

Gilead records 100% of ATRIPLA* revenues and consolidates the results of the joint venture in its operating results. The Company records revenue 
for the bulk efavirenz component of ATRIPLA* upon sales of that product by the joint venture with Gilead to third-party customers. The Company's 
revenue for the efavirenz component is determined by applying a percentage to ATRIPLA* revenue, which approximates revenue for the SUSTIVA brand. 
The Company recorded efavirenz revenues of $335 million in 2007 and $76 million in 2006, respectively, related to ATRIPLA* sales. The Company 
accounts for its participation in the joint venture under the equity method of accounting and records its share of the joint venture results in equity in net 
income of affiliates in the consolidated statement of earnings. The Company recorded an equity loss on the joint venture with Gilead of $9 million in 2007, 
$6 million in 2006 and $4 million in 2005. 

AstraZeneca 

In January 2007, the Company entered into two worldwide (except for Japan) codevelopment and cocommercialization agreements with AstraZeneca 
PLC (AstraZeneca), one for the codevelopment and cocommercialization of saxagliptin, a DPP-IV inhibitor (Saxagliptin Agreement), and one for the 
codevelopment and cocommercialization of dapagliflozin, a sodium-glucose contransporter-2 (SGLT2) inhibitor (SGLT2 Agreement). Both compounds 
are being studied for the treatment of diabetes and were discovered by the Company. Under the terms of the agreements, the Company received from 
AstraZeneca an upfront payment of $100 million in January 2007, which was deferred and is being recognized over the useful life of the products into other 
income. The Company amortized into other income $7 million of upfront payments in 2007. The unamortized portion of the upfront payment was $93 
million as of December 31,2007. Milestone payments are expected to be received by the Company upon the successful achievement of various 
development and regulatory events as well as sales-related milestones. Under the Saxagliptin Agreement, the Company could receive up to $300 million if 
all development and regulatory milestones are met and up to an additional $300 million if all sales-based milestones are met. Under the SGLT2 Agreement, 
the Company could receive up to $350 million if all development and regulatory milestones are met and up to an additional $300 million if all sales-based 
milestones are met. Under each agreement, the Company and AstraZeneca also share in development and commercialization costs. The majority of 
development costs under the initial development plans through 2009 will be paid by AstraZeneca and any additional development costs will generally be 
shared equally. The Company records development costs related to saxagliptin and dapagliflozin net of AstraZeneca's share in research and development 
expenses. Under each agreement, the two companies will jointly develop the clinical and marketing strategy and share commercialization expenses and 
profits/losses equally on a global basis, excluding Japan, and the Company will manufacture both products. 



Pfizer 

. In April 2007, the Company and Pfizer Inc. (Pfizer) entered into a worldwide codevelopment and cocommercialization agreement for apixaban, an 
anticoagulant discovered by the Company being studied for the prevention and treatment of a broad range of venous and arterial thrombotic conditions In 
accordance with the terms of the agreement, Pfizer made an upfront payment of $250 
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Ini1ay- 20P7.' ̂ hich was deferred and is being recognized over the life of the agreement into other income. In December 2007 the 
Company and Pfizer agreed to include Japan m the worldwide agreement. In connection with the Japan agreement, Pfizer made an additional rafront ' 
Si t S m tCie. n <-Wuhich was deferred and is bein6 recognized over the useful life of the product into other income The Company 
Decemter °1 2007' Pfiza wd fhTdfio"/°nf^lT 7 p,ay™entsf,m 2007I'71,6 unamortized portion of the upfront payment is $279 million as of 
ijecemoer j l, 2007. Pnzer will fund 60% of all development costs effective January 1,2007 going forward, and the Coannanv will fund 40% The romnnnv 

b3r dev<&mT c°sts °fpfl2er's share in research and developing expenses. "Hie Companymay al^ivTadditional^payment^X? 
Sari development and regulatory milestones. The companies will jointly develop the clinical and marketing strategy wih 
share commercialization expenses and profits/losses equally on a global basis and will manufacture product under this arrangement. 

Note 3 RESTRUCTURING 
2007 Activities 

20°7'1,12 C.0mPany announced a three-year plan to fundamentally change the way it runs its business to meet the challenges of a 
changing business environment and to take advantage of the diverse opportunities in the marketplace as the Company is transformed into a next-generation 
b ophannaceuticai company. With its previously announced PTI, the Company aims to achieve a culture of continuous improvement that will enhance its 
efficiency, effectiveness and competitiveness and substantially improve its cost base. improvement mat win ennance its 

During 2007, the Comply recorded pre-tax charges of $ 189 million, relating to the termination benefits and other related costs for workforce 

reductions of approximately 2,800 manufacturing, selling and administrative personnel across all geographic regions These charges were offset bv $6 

million of adjustments reflecting changes in estimates for restructuring actions taken in prior periods y S6 

2008 Th£ foIlowmgtable Presents detail of the charges by segment and type. The Company expects to substantially complete these activities by the end of 

Dollars inMillions 
Pharmaceuticals 
Nutritionals 
ConvaTec 
Corporate/Other 

Termination 
Benefits 

$ 156 
.3 
6 

23 

Other 
Exit Coal* 
$ — 

1 

Total 
$156 

3 
6 

24 

Subtotal 
Changes in estimates 188 

(6) 
1 189 

(6) 

Provision for restructuring, net $ 182 $ 1 $183 

2006 Activities 

During 2006, the Company recorded pre-tax charges of $73 million, relating to the termination benefits and other related costs for workforce 
reductions of approximately 1 080 selling, operating and administrative personnel primarily in North America, Europe, Asia and Latin America These 
charges were decreased by $14 million of adjustments reflecting changes in estimates for restructuring actions taken in prior periods. 

The following table presents detail of the charges by segment and type. The Company expects to substantially complete these activities during 2008. 

Termination Other 
Dollars in Millions • BtllcfllS._ Exit CflStt IfiUl 
Pharmaceuticals . ,, -
Nutritionals 4 b\ $ ^ 
ConvaTec i 

6 — 6 

Subtotal 
Changes in estimates 71 2 73 

(») (1) (14) 

Provision for restructuring, net g gg 
$ 59 
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2005 Activities 

™s'°i°"i0°-a-*"- •"•">'« •"»«» " •»—i 

The following table presents detail of the charges by segment and type. The Company substantially completed these restructuring activities in 2006. 

Dollars in Millions 

Nutritionals 
ConvaTec 

Subtotal 
Changes in estimates 

Provision for restructuring, net 

Termination 
—Benefits 
$ .22 

1 
2 

30 
(3) 

$ 27 

Other 
Exit Costs 
$ 3 

Total 
$ 30 

1 
2 

33 
0) 

$ 32 

Restructuring charges and spending against liabilities associated with prior and current actions are as follows: 

Dollars in Millions 
Balance alJanuary 1,2005 
Charges 

Changes in estimates 

Balance at December 31,2Q0S 
Charges 
Spend-ng _ 

»in estimates 

Employee Other 
Termination Exit Cost 

LiahflHy Total 
$ 78 $ 2 $ 80 

30 2 32 (45) 
(3) 

(6) (51) (45) 
(3) 2 (D 
60 
71. 

1441 2 
60 
73 

/AA\ 

(13) ID 
(44) 
(14) 

74 " I 75 
188.. i 189 
(88) (3) (91) 

(6) (6) 

$ 168 $ (1) $167 

Balance at December 31,20Q6 
Charges . 
Spending „ 
Changes in estimates 

Balance at December 31,2007 

irnna;™™,^0"t0 th-Se C-t?argf' C°mpany ««>rded $110 million, $186 million and $110 million of accelerated depreciation and fixed asset 
™pa ™ent ®es Pnjnan'y related to the rationalization of its manufacturing network in 2007,2006 and 2005, respectively. These charges were nrimarilv 
recorded in cost of products sold on the consolidated statement of operations and primarily related to the Pharmaceuticals segment. 

Note 4 ACQUISITIONS AND DIVESTITURES 

miM Anwn^ic07/ &e CTpW7 completed the acquisition of Adnexus Therapeutics, Inc. (Adnexus), developer of a new therapeutic class of biologies 
^ A™E?TINS' for a pnee of $415 million. In addition, in the event that certain future developEttnt 
achieved, the Company is obligated under the terms of the agreement to pay the former stockholders of Adnexus up to an additionaI$74 million The net 
purpleprice for the acquisition was preliminarily allocated to tangibleTd identifiable intangible assets acqSand^^ 

^ ! Ae^s,.'r da,e' 0fthe $4,S $230 million was allocated reacquired in-processrese^ch alid Spmem whkh was 
,WaS ass.lgned to identifiable intangible assets, predominantly related to existing process technology to be used in 

? purchase price and associated transaction costs over the estimated fair values of net assets acquired was recoided as 
goodwill. This acquisition was accounted for by the purchase method, and, accordingly, results of operations have been included in the accomDanvinn 
bSfclbSn is^mteri^T °f aCquisition"Pro forn,a suPpI<™ental financial information for 2007 is not included as the impact of the 

In July 2007, the Company completed the sale of the BUFFERIN* and EXCEDRIN* brands in Japan Asia (excluding China and Taiwanl and certain 

m^nren^^^Mi'on net1 o^ tax) tii'the thtrf quarter of 2M7.'°n " ̂  AS 3 ̂  °f ^ tra"SaCti0n> C°mpany reCOgnized a gain ofS247 



J£livUary 2006' ̂  Company completed the sale of its inventory, trademark, patent and intellectual property rights in the U.S. related to 
?<>T ? '8 'reatnien' f°r psoriasis, to Warner Ghilcott Company, Inc. for $200 million in cash. In addition, the Company received a royalty based on 
5 A of net sales of DOVONEX* through the end of2007. As a result of this transaction, the Company recognized a pre-tax gain of $200 million ($130 
million net of tax) in the first quarter of2006. 
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to the third quarter of2005, the Company completed the sale of its U.S. and Canadian Consumer Medicines (Consumer Medicines) business and 
related assets to Novartis AG (Novartis). Under the terms of the agreement, Novartis acquired the trademarks, patents and intellectual property rights of 
Consumer Medicines for $661 million in cash, including the impact of a working capital adjustment, of which $15 million is attributable to a post-closing 
s^ly armgemeat between theCompany and Novartis. The related assets include the rights to the U.S. Consumer Medicines brands in Latin America, 

. Vj. e 8,1(1 Africa. The results of operations of Consumer Medicines are included in the Company's consolidated statement of earnings up 
2005 01 dlsPosal-As 8 resuIt of toK transaction, the Company recorded a pre-tax gain of $569 million ($370 million net of tax) in the third quarter of 

Note 5 DISCONTINUED OPERATIONS AND ASSETS HELD FOR SALE 
In December 2007, die Company entered into a definitive agreement with Avista Capital Partners L.P. (Avista) for the sale of its Medical im-pino 

business, Tor a purchase pnce ofapproximately $525 million in cash, subject to customary post-closing adjustments. The closing of the transaction was 
completed on January 7,2008. The Company expects to recognize a pre-tax gain of approximately $20 million to $40 million ($30 million to $50 million 

T, ??) I" toe quartet of 2008, subject to the post-closing adjustments. The results of the Medical Imaging business, which previously were 
included in the former Other Health Care operating segment, are included in income/(loss) from discontinued operations, net of tax, for all periods 
presented. The net assets associated with the Medical Imaging business, totaling approximately $483 million, as well as other assets totaling $42 million 
have been reclassified to assets held for sale as ofDecember 31,2007. s 

For a period of time, the Company will continue to generate cash flows and to report income statement activity in income/(loss) from discontinued 
operations, net of tax, associated with the Medical Imaging business. The activities that give rise to these cash flows and income statement activities are 
transitional m nature and generally result from agreements that ensure and facilitate the orderly transfer of business operations. The agreements include 
services for accounting, customer service, distribution and manufacturing. These activities are not expected to be material to the Company's results of 
operations or cash flows. These agreements extend for periods generally less than 24 months, with the majority ranging between 3 to 6 months. 

The following assets and liabilities have been segregated and classified as assets held for sale and liabilities related to assets held for sale as 
appropriate m the consolidated balance sheet as ofDecember 31,2007. These assets and liabilities relate to the Medical Imaging business described above 
totaling $483 million, as well as other assets totaling $42 million. The balances as of December 31,2006 were not reclassified. The amounts presented 
below were adjusted to exclude cash and intercompany receivables and payables between the business held for sale and the Company, which were excluded 
from the divestiture. In addition, goodwill at December 31,2007 of $2 million has been excluded from the following summary of net assets held for sale 
which will be considered m determining the gain on sale in 2008. 

Dollars in millions _ , ,, 
Assets December 31,21)17 

Receivables, net of allowances of $2 t 
Inventories, net z.t 
Other assets ,, 
Property, plant and equipment, net 
Other intangible assets, net 273 

Total assets held for sale 560 

Liabilities 
Accounts payable . * 
Accrued liabilities 23 

Total liabilities related to assets held for sale 35 

Net assets held for sale 525 

.... ln May 2005 the Company completed the sale of Oncology Therapeutics Network (OTN) to One Equity Partners LLC for cash proceeds of $ 197 
million, including the impact of a preliminary working capital adjustment. The Company recorded a pre-tax gain of $63 million ($13 million net of tax) 
that was presented as a gam on sale of discontinued operations in the consolidated statement of earnings. OTN was previously presented as a separate 
segment. 
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The following summarized financial infonnation related to the Medical Imaging and OTN businesses have been segregated from continuing 
operations and reported as discontinued operations through the date of disposition and do not reflect the costs of certain services provided to Medical 
Imaging and OTN by the Company. Such costs, which were not allocated by the Company to Medical Imaging and OTN, were for services, which included 
legal counsel, insurance, external audit fees, payroll processing, certain human resource services and information technology systems support. 

The consolidated statement of cash flows includes the Medical Imaging and OTN businesses through the date of disposition. The Company uses a 
centralized approach to the cash management and financing of its operations and accordingly, debt was not allocated to this business. 

Dollars in Millions. 
Netsales 

Year ended Dec amhar XI. 
2007 2006 ZOOS 

$629 $658 $1,617 
Earnings before incomes taxes 
Provision for income taxes 

$273 $235 $204 
76 72 59 

Net earnings from discontinued operations $197 $163 $ 145 
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Amounts in Millions, except per share data Year Ended number ap 
Basic; - "" - -2DflZ_ —20ttfi_ _2flfl5_ 

Net Earnings from Continuing Operations $196g $1422 J2 842 

Eamings^t oftaxes 
, Gain on disposal, net of taxes 145 

Net Earnings 

NET EARNINGS PER COMMON SHAM 

13 
$2,165 $1,585 $3,000 

Baste Earnings Per Sham: 
AVERAGE COMMON SHARES OUTSTANDING - BASIC ~ 1,970 1,960 1,952 

$ IJOS $ 0.73 $ 1.45 
Discontinued Operations 

EARNMGSI NET OF TAXES . 
Gain on disposal, net of taxes 1-08 Q.07 

— — 0.01 

$ 1.10 $ 0.81 $ 1.53 
Diluted: 
Net-Earnings from Continuing Operations 
Interest expense on conversion of convertible debt, net of taxes (a) *1,968 $1,422 $2,842 

Discontinued SSonf̂ 0peratioDSUSfid fQr Common ShareCaleuIatron 1,968 1,422 2,864 
BAILINGS, NET OF TAXES " Q 
Gain on disposal, net of taxes - 1 ̂ 3 145 

— — 13 
Net Earnings . -

. . . .  .  .  . .  _  $ 2 , 1 6 5  $ 1 , 5 8 5  $ 3 , 0 2 2  
Diluted Earnings Per Share: 
Average Common Shares Outstanding . . _ 
Conversion of convertible debt 1,970 1,960 1,952 
INCREMENTAL SHARES OUTSTANDING ASSUMING THE EXERCISE/VESTING OF DILUTIVE STOCK OPTIONS/RESTRICTED STOCK "TO _3 22 
Average Common Shares Outstanding - Diluted 1,980 1,963 1,983 
Net Earnings from Continuing Operations $ 0.99 $ 073 $ 1 44 
Discontinued Operations 

Earnings, net of taxes 
Gain on disposal, net of taxes 9-H 0.08 0.07 

— — 0.01 

Net Earnings per Common Share 
$ 1*09 $ 0.81 $ 1.52 
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The components of other expense, net were as follows: 

Dollars in Millions 

InterestincQme. 
Foreign exchange transaction losses 
Other, net 

Other expense, net 

Your Enrtxl ItomW H 
2007 

$ 422. 
. (241) 

.  2 8 . .  

155 

200* 200* 
$ 498 $ 349 ' 
(274) .. .. (148) 

69 (222) 

$ 364 $299 $ 35 

,t18In ?°07' merest expense was increased by net tnterest swap losses of $13 million. In 2006, interest expense was increased by net interest swan losses 
miifnehino' exPenseY'f reduced ** net interest Sains of $54 million. Other, net includes income from third-party contract 

mcome ""J3 e*Pen«e, debt retirement costs, impairment of marketable securities, gains and losses on disposal of propplant and 
equipment, gams and losses on sale of marketable securities, insurance recoveries, deferred income recognized and certain other litigation matters See 
Item 8. Financial Statements-Note 18. Financial Instruments." for additional discussion on terminated^, contracts! ^ 

Note 8 INCOME TAXES 

The components of earnings (loss) from continuing operations before minority interest and income taxes were as follows: 

Dollars in Millions 
U.S. 
Non-U.S. 

The above amounts are categorized based on the location of the taxing authorities. 

The provision/(benefit) for income taxes attributable to continuing operations consisted of: 

Year Ended IWmh<r xi 
2007 

$1,047 
2,487 

21)(Ui 
$ (903) 

3,303 

2MS 
$.632 

3,672 

$3,534 $2,400 $4,304 

Dollars in Millions 
Current* 

U.S. 
Non-U.S. 

Deferred; 
US. 
Non-U.S. 

-3M7 2006 200* 

$ 274 
251 

$ 82 
693 

$ .995 
687 

1,025 775 1,682 

(162) 
(60) 

(204) 
(33) 

(852) 
40 

(222) (237) (812) 

$ m $ 538 $ 870 
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Note 8 INCOME TAXES (Continued) 

Effective Tax Rate 
The Company's provision for income taxes in 2007,2006 and 2005 was different from the amount computed by applying the statutory U.S. Federal 

income tax rate to earnings from continuing operations before minority interest and income taxes, as a result of the following: 

DoIIars in Millions 
Earnings from Continuing Operations Before Minority Interest and. Income Taxes 

U.S. statutoiy rate 
Foreign tax effect of operations in Ireland, Puerto Rico and Switzerland 
State and local taxes (net of valuation allowance) 
U.S. Federal & foreign contingent tax matters 
Dividend repatriation under AJCA 
U.S. Federal research tax credit 
Acquired in-process research and development expense 
Impairment of auction rate securities 
U.S. Federal and foreign valuation allowance ........ 
Foreign and other 

2<M>7 znoii imts 
$3,534 $2,400 $4,304 

1,237 35.0% 840 .. 35.0% 1,506 35.0% 
(492) (13.9)% (616) (25.7)% (708) (16.4)% 

10 03% 42 1.8% 2 0.1% 
(60) (1.7)% 87 3.6% 114 2.6% 
— — — — (135) (3.1)% 
(98) (2.8)% (85) (3.5)% (63) (1.5)% 
81 ... 2.3% — — 

96 2.7% -»• — — 

— — (24) (1.0)% 32 0.7% 
29 0.8% 294 122% 122 28% 

$ 803 22.7% $ 538 22.4% $ 870 20.2% 

The effective income tax rate on earnings from continuing operations before minority interest and income taxes was 22.7% in 2007 compared with 
22.4% in 2006 and 20.2% in 2005. The 2007 tax rate was unfavorably impacted by the impairment on the Company's investment in certain auction rate 
securities (ARS) with no tax benefit and the non-deductible write-off of acquired in-process research and development expenses related to the acquisition 
of Adnexus, partially offset by a tax benefit of $105 million in the first quarter of 2007 due to the favorable resolution of certain tax matters with the U.S. 
Internal Revenues Service (IRS) related to the deductibility of litigation settlement expenses and the impact of foreign tax credits. The effective tax rate for 
2006 was unfavorably impacted by the elimination of tax benefits under Section 936 of the Internal Revenue Code, the treatment of provisions for a portion 
of certain litigation reserves as non-deductible, partially offset by favorable U.S. tax legislation enacted in 2006 related to the tax treatment of certain 
intercompany transactions amongst the Company's foreign subsidiaries, and the implementation of tax planning strategies related to the utilization of certain 
charitable contributions. The increase in the 2006 effective tax rate from 2005 was primarily due to the aforementioned Section 936 benefit elimination, the 
treatment of provisions for a portion of certain litigation reserves as non-deductible, tax benefits in 2005 associated with the settlement of an IRS 
examination and a favorable adjustment in 2005 to taxes on special dividends under the American Jobs Creation Act of2004, partially offset by favorable 
U.S. tax legislation enacted in 2006 related to the tax treatment of certain intercompany transactions amongst the Company's foreign subsidiaries, and the 
implementation of tax planning strategies in 2006 related to the utilization of certain charitable contributions. 
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Note 8 INCOME TAXES (Continued) 

Deferred Taxes and Valuation Allowance 
The components of current and non-current deferred income tax assets (liabilities) were as follows: 

Dollars inMillions 
Acquired in-process research and development 
Intercompany profit and other inventory items 
U.S. Federalfbreign tax credit carryforward ... 
Deferred income 
U.S. Federal research and development tax credit carryforward . -
U.S. Federal charitable contribution carryforward 
Stale net operating loss carryforwards : 
Foreign net operating loss carryforwards 
Other foreign deferred tax assets .... 
Pension and postretirement benefits 
Depreciation ........ 
Share based compensation _ 
Repatriation of foreign earnings 
Legal settlements _ 
Other,net 

Valuation allowance . 

Deferred tax assets, net 

Recognized as: 
Deferred Income Taxes - Current 
Deferred Income Taxes - N on-Current ~ • 
U.S. and Foreign Income Taxes Payable 
Other Liabilities - Non-Current 

C££emh mn er3L 
2IWMS 

$ 839 $ 891 
263 _ . 248. 

1,140 1,071 
276 99 
275 258 
80 40 

451 394 
1,461 196 

146 120 
248 403 

(121) . (155) 
. 78. . 47 

150 
47 101 

110 66 

5,433 3,779 
(1,950) (625) 

$ 3,483 $3,154 

$ 851 3 649 
2,716 2577 

- (4) (4) 
(80) (68) 

Total $ 3,483 $3,154 

The Company has recorded significant deferred tax assets at December 31,2007 related to U.S. foreign tax credit carryforwards of approximately 
$1,140 million, U.S. research tax credit carryforwards of approximately $275 million and charitable contribution carryforwards of $80 million. The 
charitable contribution carryforwards expire in varying amounts beginning in 2009, while the foreign tax credit and research tax credit carryforwards expire 
in varying amounts beginning in 2012. The foreign tax credit and research tax credit have been reduced due to derecognition under FIN No. 48. Realization 
of these credits and the charitable contribution carryforwards is dependent on generating sufficient domestic taxable income prior to their expiration. 
Although realization is not assured, management believes it is more likely than not that these deferred tax assets will be realized. The Company anticipates 
increasing its level of domestic profitability over time by undertaking actions such as its PTI, increasing its biologies manufacturing capacity in the U.S. and 
implementing tax planning strategies. While increasing domestic profitability will likely cause the Company's effective tax rate to increase, it will also 
further enhance the Company's ability to utilize its foreign tax credit, research tax credit and charitable contribution carryforwards. 

The Company also recorded deferred tax assets related to foreign net operating loss carryforwards of $ 1,461 million at December 31,2007, an 
increase of $ 1,265 million compared to $ 196 million at December 31,2006, primarily due to an international reorganization of two of the Company's 
foreign affiliates. These operating loss carryforwards related to the international reorganization were folly offset by the establishment of a valuation 
allowance of $1,261 million, reflecting the Company's view that the loss carryfowards are not expected to be realized. 

The valuation allowance of $1,950 million at December 31,2007 relates to $72 million of state deferred tax assets, $1,448 million of foreign net 
operating loss and tax credit carryforwards, $426 million of state net operating loss and tax credit carryforwards that the Company believes, more likely than 
not, will not be realized, and $4 million of state deferred tax assets related to the Adnexus acquisition that was offset against goodwill. 

Income taxes paid during the year were $994 million, $741 million and $1,556 million in 2007,2006 and 2005, respectively. 



•« credits (o recover taxes paid in 
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Note 8 INCOME TAXES (Continued) 

no .Sss?i?ssi;Sfissass?^^ss,opa<"" *M10 " **- m-—«»»•!««-. 

•«4FI3ABJAACBASKFFIGHA^^  
^nZaThfr^0ften C0^lPr^' a^t^,autbofrities "fy with the treatment of items reported by 4e Comp~nay Se sev^? ve J^o 
resolve. The Company establishes liabilities for possible assessments by tax authorities resulting from known tax exoosures including hut not KmiteH to 

Dollars in Millions 
Total uncertain tax positions that, if 

recognized, would impact die effective 
tax rate as of January 1,2007 

Add: Tax attributable to deferred tax 
items at January 1,2007 

Unrecognized 
Federal, State 
and Foreign 

-lax Benefits.. Interest Penflltie, 

Unrecognized 
Income Tax Benefits, 

Including 
Interest and Penalties 

Deferred 
Income Tax 

Benefit, 

Unrecognized 
Income Tax Benefits, 

Including Interest and Penalties, 
Net of Deferred Income 

Tat Rpnpftfa 
Dollars in Millions 
Total uncertain tax positions that, if 

recognized, would impact die effective 
tax rate as of January 1,2007 

Add: Tax attributable to deferred tax 
items at January 1,2007 

$ 898 

242 

$ 72 $ 22 $ 992 

242 

$ (56) s 936 

242 

Balance, gross uncertain tax positions, 
January 1,2007 

Gross additions to tax positions related to 
current year 

Gross reductions to tax positions related to 
current year 

Gross additions to tax positions related to 
prior years 

Gross reductions to tax positions related 
to prior years 

Settlements 
Reductions to tax positions related to 

1,140 

208 

(4) 

.193 

(253) 
(240) V

l'D
 

rv
j 

I 
|
 

M
3 

22 

1 

6 

0) 
(3) 

1,234 

209 

(4) 

?7R 

(274) 
(297) 

(56) 

(3) 

- .. (27) 

17 
10 

1,178 

206 

(4) 

- 251. 

(257) 
(287) 

lapse of statute 
Cumulative translation adjustment 

0) 
15 4 

(I) 
3 

(2) 
22 

— (2) 
22 

Balance, gross uncertain tax positions, 
December 31,2007 

Less: Tax attributable to deferred tax 
items at December 31,2007 

1,058 

(264) 

81 27 1,166 

(264) 

(59) 1,107 

(264) 

Total uncertain tax positions that, if 
recognized, would impact fee effective 
tax rate as of December 31,2007 $ 794 $ 81 $ 27 $ 902 $ (59) $ 843 

enJSZEK "—» -—* «—» 



SSN B?S"*" °f,jamtarv-2m. •*< 
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Note 8 INCOME TAXES (Continued) 

Included in the; balance: of unrecognized tax benefits was $242 million of uncertain tax positions as of January 1,2007 and $264 million as of 
!;U ,ah,e d5duct]bility is hj8hly certain but for which there is uncertainty as to the timing of such deductibility. Because of 

fh* ^ tax accounting, other than interest and penalties, if applicable, the disallowance of the shorter deductibility period would not affect 
the annual effective tax rate but would accelerate the payment of cash to the taxing authority or utilization of tax attributes to an earlier period. 

millionas ^D™emta^C20IWZed ** bfmefltS ^ ̂recognized'would imPact "le effective tax rate were $898 million as of January 1,2007, and $794 

rt*. ^ i"t1erest ^ Penalties related to unrecognized tax benefits as income tax expense. These amounts are reflected separately on 
of interest and penalties related to uncertain tax positions and recognized in the statement of earningsfor 2007 

for mterest and $5 million for penalties. The total amount of interest and penalties related to uncertain tax positions and recognized in the 
balance sheet as of December 31,2007 was $81 million for interest and $27 million for penalties. recogmzeu m me 

«17S miiiirm tVi7rrlT„-' :z T umanlf 01 unrecopiztm tax oenents as ot December 31,2007 will decrease in the range of approximately 
$175 million to $215 million in the next twelve months as a result of the anticipated effective settlement of certain tax audits for the jurisdictions listed 

IT Ptrent adf tional taxes, the adjustment of certain deferred taxes and/or the recognition of tax benefits. The 
^ . y- '|, , P r! u 1S reasonably possible that new issues will be raised by tax authorities who may require increases to the halanre 0f 
y^s by tMjJSdkttonu'nderFIN Na 48™*° mcreases cannot be made- ™e Company believes that it has adequately provided for all open tax 

• c,lh;^„Cr<?aCny/llef "Jc°me 'ax returns in ,Federal jurisdiction and various state and foreign jurisdictions. With few exceptions, the Company 
is subject to U.S. Federal, state and local, and non-U.S. income tax examinations by tax authorities. The following is a summary of major tax jurisdictions 
tesmdited-3* a eS may 385611 addl,l0nal 'axes against the Company based upon tax years currently under audit and subsequent years that will likely 

U.S. 2002 to 2007 
Canada 2001 to 2007 
France 2004 to 2007 
Germany 1999 to 2007 
Italy 2002 to 2007 
Mexico 2002 to 2007 
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Note 9 CASH, CASH EQUIVALENTS AND MARKETABLE SECURITIES 

ennivaWc ^ TIu / December 31,2007 and 2006 primarily consisted of bank deposits, time deposits and money market fimds Cash 
investments with original maturities of three months or less at the time of purchase and are recorded at cost which 

approximates fair value. The Company maintains cash and cash equivalent balances in U.S. dollars and foreign currencies wlricTa^ su^ect to ^ency rate 

. , se<jurities at December 31,2007 consisted ofU.S. dollar-denominated floating rate securities (FRS), which are primarily 'AAA/Aaa' 
f T coupons that are reset periodically against a benchmark interest rate. The underlying »"-»•* 0fthe Company's 

r"1)3"1? mvestaent grade corporate bonds and loans. The Company accounts for its marketable securities in accordance with SFAS HS 
*?sf «?-r Vt,ty Sicuri,ies' ̂  classifies them as "available for sale." The canying value of FRS was reduced bv' 

^ T ? million to $337 million at December 31,2007, reflecting the change in fair market value The Company assessed this decline in fair market value to be temporary, and recorded a pretax $25 million reduction ($16 million net of tax) in slwehold^ m 

In addition, at December 31,2007, the Company had $811 million of principal invested in ARS. The ARS held by the Company are private 
hicSfu securities with long-term nominal maturities for which the interest rates are reset through a dutch auction each month Themonthlv auctions 
SUTOO^ "5 e,Se secunties. The Company's investments in ARS represent interests in collateralized debt obligations 
IKE*. £2 cwporate 

SrTnnm S m aucbons as the amount of secunties submitted for sale has exceeded the amount of purchase orders In addition in the fourth 
securities retted a' l^n^ra^ 'oOZ C°mPany ^ dowB"r»ded and others were Placed on credi< watch. All of these 

mhwin^vSf $8 Hellion'Ahhonah^ A R O  ' A?S h°,'d'ngS ?' December 31,2007 was $419 million, which reflects a $392 million adjustment to the 
SwiS , million. Although die ARS continue to pay interest according to their stated terms, based on valuation models and an analysis of 
the portion of^^ldwtXTJh?r ̂  Company ^.''ecorded a pre-tax impairment charge of $275 million in the fourth quarter of2007, reflecting 

/ Company has concluded have an other-than-temporary decline in value. In addition, the Company recorded an 
hi id" AZ X net Ifl1ln accumulated OCI as a reduction in shareholders' equity, reflecting adjustments to ARS holdings 

liquidity oTSci^flexftS 8 rary £ m Ue" 71,6 $275 miUi0n imPairment ch^e does not have a material impact on the Company's 

ARS were j'fssl^ed in prior periods as current assets under marketable securities. Given the failed auctions, the Company's ARS are illiouid until 
^n-cumenTo^e":0n ^AcCOrdm^'the entlre « <*«»*> remaining ARS has been reclassified from Setable secunt^T 

•ir scc"rities at December 31,2006 consisted ofU.S. dollar-denominated ARS and FRS. The principal values of ARS and FRS were Si df.? 
feiilalu™ respectively. The Company's carrying value of ARS and FRS at December 31,2006 was at principal value, which approximates 

The following tables summarize the Company's available for sale debt securities at December 31,2007 and December 31, 2006: 

Unrealized Loss 
December 31,2007 
Dollars in Millions 
Short-term 

Floating rate securities 
Other 

Tost Fair Value Carrvinu Value 
in Accumulated 

on 
December 31,2007 
Dollars in Millions 
Short-term 

Floating rate securities 
Other 

$362 
87 

$ 337 
87 

$ 337 
87 

. .$ (25) 

Total short-term $449 $ 424 $ 424 $ (25) 

Long-term 
Available for sale 

Auction rate securities $811 $ 419 $ 419 $ (117) 

Total long-term $811 $ 419 $ 419 $ (117) 

(a) The Company recorded a pre-tax othei-than-temporaiy impairment charge of S275 million in earnings at December 31,2007 related to these securities. 
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Note 9 CASH, CASH EQUIVALENTS AND MARKETABLE SECURITIES (Continued) 

December 31,2006 
Dollars in Millions 
Short-term 

-Auction rate, securities 
floating rate securities 
Other 

. Total short-term 

Tost 

$1,995 

Fair Value 

$1462 .. $ 14«2 
466 . 466-
67 67 

$. .1,995 

Carrying Valne 

.$ 

s 

1,462 
466 
67 

1495 

Unrealized Loss In 
Accumulated OCI 

The contractual maturities of the carrying value of the available-for-sale debt securities as of December 31,2007, follow: 

Dollars in Millions 
Available for Sale Debt Securities 

Floating Rate Securities 
Auction Rate Securities 
Other 

Total Debt Securities 

Within 1 Year 

$ 100 

87 

S 187 * 

Oyer 1 In 5 Years 

$ 204 

Over 5 to 10 
„ Years , 

33 
201 

204 234 

DytrlftYenn. 

$ — 
218 

$ 218 

Total 

$337 
419 

87 

$843 

In 2007,2006 and 2005, the Company purchased $19.9 billion, $30.7 billion and $28.5 billion of debt securities respectively; and sold $20.6 billion, 
$31.5 billion and $29.5 billion of debt securities, respectively. The purchase and sale value of the debt securities approximated the principal value of the 
security. 

Note 10 RECEIVABLES 

The major categories of receivables were as follows: 

Dollars in Millions 
Trade receivables 
Miscellaneous receivables 

Less allowances 

Receivables, net 

December 31. 
2007 2006 

$2,805 $2,400 
1,615 997 

4,420 3,397 
180 150 

$4240 $3247 

Miscellaneous receivables for 2007 and 2006 include $824 million and $647 million, respectively, of receivables from alliance partners. 
Miscellaneous receivables for 2007 also included $472 million of income tax reiund claims. For additional information on the Company 's alliance partners 
see "—Note 2. Alliances and Investments." ' 

Note 11 INVENTORIES 

The major categories of inventories were as follows: 

Dollars in Millions 
Finished goods 
Work in process 
Raw and packaging materials 

December 31. 

Inventories, net 

2007.., 2006 
$ 904 $1,003 

834 682 
424 394 

$2,162 $2,079 
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Note 12 PROPERTY, PLANT AND EQUIPMENT 

The major categories of property, plant and equipment were as follows: 

December at Dollars In Millions 
Land 
Buildings 
Machinery, equipment and fixtures 
Construction in progress 

Less accumulated depreciation 

Property, plant and equipment, net 

the caSon^W, plant ^SpmLuh^atfye™"^ * ̂  ̂  DeCCmber 3'' 2°°7'2006 «* 20°5' W*** and is included in 

Note 13 GOODWILL 

The changes in the carrying amount of goodwill for the years ended December 31,2007 and 2006 were as follows: 

Pharmaceuticals Nutritional! 
Segment . Segment. 

2007 2ADS 
$ 185 $ 254 

4,696 4,630 
4,418 4340 

915 720 

10314 10,144 
4,564 4,471 

$ 5,650 $ 5,673 

Dollars In Millions 
Balance as ofJannary 1,2006 . 
Adjustments: . . 

Reduction due to sale of business 
Purchase price and allocation adjustments 

Balance as ofDecember 31,2006 
Adjustments: 

Purchase price and other adjustments 

Balance as ofDecember 31,2007 

.4,448 ' 
(1) 
(2) 

4,445 

158. 

4,603 

.1. 113 

113 

113 

ConvaTec 
Segment 

$ -

Discontinued 
Operating 

$ 2 

9 

269 
II 

280 

Tfital 
$4,823. 

(i) 
7 

4,829 

169 

$4,998 

°{,?156 milIron *'as recorded in 2007 by the Pharmaceuticals segment as a result of the acquisition of Adnexus The Medical Imaeine 
^ be Written °ffaS Part °f on disP°sal >" 2008. For a discussiS, !f 

Note 14 OTHER INTANGIBLE ASSETS 
As ofDecember 31,2007 and 2006, other intangible assets consisted of the following: 

Dollars in Millions 
Patents/Trademarks 
Less accumulated amortization 

Patents/Trademarks, net 

December 31 
2007 

$ 179 
99 

80 

2im«j 

$ 2 58 
145 

113 

Licenses 
Less accumulated amortization 

Licenses, net 

663 
215 

448 

659 
162 

497 

Technology 
Less accumulated amortization 

Technology, net 

Capitalized Software 
Less accumulated amortization 

Capitalized Software, net 

Total other intangible assets, net 

1,214 
660 

554 

917 
669 

248 

$1330 

1,787 
836 

951 

844 
553 

291 

$1,852 
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Note 14 OTHER INTANGIBLE ASSETS (Continued) 

Included in the decrease in patents/trademarks and technology is the $273 million reclassification of Medical Imaging assets to held for sale. 

Amortization expense for other intangible assets for the years ended December 31,2007,2006 and 2005 was $350 million, $363 million and $352 
million, respectively, and includes $65 million, $67 million and $68 million of amortization expense related to Medical Imaging Higrvwrin^ri operations for 
the years ended December 31,2007,2006 and 2005, respectively. 

Expected amortization expense related to the current net carrying amount of other intangible assets follows: 

Yran Ending nrramhrr 31, n«n»» m 
.... .I,,..... « JdA 

200 9 . "" 226 
2010 ...... zzo 
201 1  . . . .  -
2012 " JH 
Later Years 294 

Note 15 SHORT-TERM BORROWINGS AND LONG-TERM DEBT 
Short-term borrowings at the end of2007 and 2006 were $ 1.9 billion and $ 187 million, respectively. Long-term debt was $4.4 billion at 

December 31,2007 compared to $7.2 billion at December 31,2006. 

In 2007'the Company reclassified from long-term debt to short-term borrowings the $108 million of 1.10% Yen Notes, due 2008; the $31 million of 
1.43 ̂  Yen Notes, due 2008; the $400 million of 4.00% Notes, due 2008, and associated unamortized discount and interest rate swap valuation* and the $12 
billion of Floating Rate Convertible Debentures, due 2023 (with a 2008 put/call). 

In September 2007, the Company repaid the $1.3 billion remaining balance of the five-year tranche of its Floating Rate Bank Term Facility, due 

During the fourth quarter of 2006, the Company restructured its long-term debt by retiring all of its outstanding $2.5 billion, 5.75% Notes due 2011 
through a cash tender offer and subsequent redemption and issuing €500 million ($641 million at inception) aggregate principal amount of4.375% Notes ' 
due 2016 and €500 million ($641 million at inception) aggregate principal amount of4.625% Notes due 2021, as well as $1.25 billion aggregate principal 
amount of 5.875% Notes due 2036, which resulted in a $220 million pre-tax expense, which are comprised of the items discussed below. The premium paid 
on the debt tender and make whole was $72 million and $24 million, respectively. In addition, the Company recognized in earnings $12 million of 
unamortized discount and debt issuance costs associated with the 2011 debt, inclined a pre-tax loss of $62 million related to the termination of the 
remaining $2.0 billion notional amount of its 2011 fixed-to-floating interest rate swap agreements and recognized in earnings the pre-tax unamortized 
portion of $18 million from the aforementioned loss incurred on the termination of $500 million notional amount on the 2011 fixed-to-floating interest rate 
swaps that occurred in June 2005. Furthermore, in November 2006 the Company recognized in earnings from accumulated OCI the pre-tax unamortized 
portion of $32 million ($21 million net of tax) from the loss incurred on the 2011 settlement of its interest rate lock contracts, which were used to manage its 
exposure to changes in interest rates for the anticipated issuance of the 2011 long-term fixed rate debt. 

In December 2006, the Company replaced its prior $2 billion revolving credit facility with a new $2 billion five-year revolving credit facility from a 
syndicate of lenders, which is extendable on the anniversary date with the consent of the lenders. This facility contains customary terms and conditions 
substantially similar to the prior facility, including a financial covenant whereby the ratio of consolidated debt to consolidated capital cannot exceed 50% at 
the end of each quarter. The Company has been in compliance with this covenant since the inception of this new facility. There were no borrowings 
outstanding under the revolving credit facility at December 31,2007. The Company has unused short-term lines of credit and available trade finance 
facilities with foreign banks of $109 million and $402 million at December 31,2007 and 2006, respectively. 
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Note 15 SHORT-TERM BORROWINGS AND LONG-TERM DEBT (Continued) 

The components of long-term debt were as follows: 

Dollars in Millions 
Floating Rate Bank Term Facility, du&201Q 
5,875% Notes, due 2036 « 
Floating Rate Convertible Debentures, clue 2023 
4.375% Euro Notes, due.2016 
4.625% Euro Notes, due 2021 
5.25% Notes, due 2013 
4i)0% Nates, due 2008 
6.80% Debentures, due 2026 
7.15% Debentures, due 2023 
6.88% Debentures, due 2097 
1.10% Yen Notes, due 2008. 
5.75% Industrial Revenue Bonds, due.2024 
1.43% Yen Notes, dne 2008 . 
1.81% Yen Notes, due 2010 
Variable Ratelndustrial Revenue Bonds, due.2030 
Other 

December 31. 
2007 2000 

$ ... $1,300 
1,284 1,238 

. — . 1,200 
688 645 
662 : 634 
614 588 
— . 391 
383. . .383 
365 352 
296 296 
— 104 
34.. 34 

—„ •• 30 
31 29 
15 15 
9 9 

$4,381 $7,248 

(1) The Company's outstanding $1.2 billion of convertible debentures pay interest quarterly at an annual rate equal to three-month LIBOR, reset quarterly, minus 0.50% (the yield never 
to be less than zero) and have a final maturity of September 15,2023. The debentures are callable at par at any time on or after September 21,2008 by the issuer. Holders can also 
redeem some or all of their debentures at par on September 15,2008,2013 and 2018, or if a fundamental change in ownership of the Company occurs. The bond has an initial 
conversion price of $41.28, or a conversion rate of24.2248 shares, which will be adjustable depending on the average closing prices for the applicable period. The maximum 
conversion rate is 38.7597 shares. 

The Company has entered into fixed to floating interest rate swaps for $4.1 billion (U.S. dollar value at December 31,2007) of its long-term debt In 
2006, in conjunction with the new issuance of $ 1.25 billion 5.875% Notes due 2036 and €1.0 billion Notes ($ 1.3 billion at inception), the Company 
executed several fixed to floating interest rate swaps to convert the new fixed rate debt to be paid in 2016,2021 and 2036 to variable rate debt. For the years 
ended December 31, 2007 and 2006, the Company realized net increases in interest expense of $ 13 million and $ 18 million, respectively, as a result of the 
higher floating rates obtained in the swap agreements. 

In November 2006, in connection with the early retirement of its outstanding $2.5 billion 5.75% Notes due 2011, the Company terminated the 
remaining $2.0 billion notional amount of its 2011 fixed to floating interest rate swap agreements and incurred a pre-tax loss of $62 million In April 2005 
tn connection with the early redemption of its $2.5 billion Notes due 2006, the Company terminated $2 billion notional amount of its 2006 
fixed-to-floating interest rate swap agreements and incurred a pre-tax loss of $28 million. In June 2005, the Company terminated $500 million notional 
amount of its 2011 fixed-to-floating interest rate swap agreements related to its $2.5 billion Notes due 2011 and incurred a pre-tax loss of $23 million 
This loss was amortized to interest expense, with $3 million and $2 million recognized in 2006 and 2005, respectively. The remaining loss of $18 million 
together with the $62 million loss incurred from the unwind of $2.0 billion swap was fully recognized in 2006. In September 2005, the Company terminated 
$350 million notional amount of its 2026 fixed-to-floating interest rate swap agreements related to its $350 million Debentures due 2026 at a pre-tax gain 
of $39 million. This gain will be recognized against interest expense over the remaining life of the Debentures due 2026, of which approximately $1 million 
pre-tax, was recognized in 2007 and 2006. 

Cash payments for interest, including payments due to interest rate swaps, were $610 million, $682 million and $598 million in 2007,2006 and 2005 
respectively. The Company's cash receipts from interest rate swaps were $210 million, $205 million and $275 million in 2007,2006 and 2005 respectively 
and were excluded from cash payments for interest. 

Payments dug hv ncrinrt 

Dollars in Millions (J) JCfilaL 2202 2214 J21L 2012 wara 
Long-Term Debt , $4,381 . $9 $.31 $ — $— $4,341 

(2) 2008 obligations are included in short-term borrowings on the Company's consolidated balance sheet at December 31,2007 and all balances approximate the outstanding nominal 
long-term debt values. The Company's convertible debenture is included as due for payment in 2008, as it contains a 2008 put and call feature as described above. 
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At December 31,2007, the Company had provided a total of $236 million financial guarantees in the form of stand-by letters of credit and 
performance bonds. The stand-by letters of credit are with insurance companies in support of third-party liability programs. The performance bonds have 
been issued to support a range of ongoing operating activities, including sale of Company products to hospitals and foreign ministries of health, bonds for 
customs, duties and value added tax and guarantees related to miscellaneous legal actions. A significant majority of the Company's outstanding financial 
guarantees will expire within the year and are not expected to be funded. 

Note 16 STOCKHOLDERS' EQUITY 
Changes in common shares, treasury stock, capital in excess of par value of stock and restricted stock were as follows: 

Dollars and Shares in Millions 
Common Shares 

Issued 
Treasury 
Sham 

Cost 
of Treasury 

Stock 

Capital in Excess 
of Par Value 

of Stork 
Restricted 

Stork 
Balance at January L.2QQ5 -
Issued pursuant to stock plans and options 
Amrtrtrratinn rvf rpstrirtoH etnfflr 
Lapses and forfeitures of restricted stock 

2,202 
3: 

,255 
(7) 

. $ (11,311) 
148 

15) 

$ . 2,491 
36 

1 

$ (57) 
(40) 
22 

4 

Balance at De cember 31,2003 . . . : J- 4:1 2,205 248 . . (11,168). 2,528 (71) 

Issued pursuant to stock plans and options 
Amortizat on of restricted stock 
Lapses and forfeitures of restricted stock 

'•< T^i"" 
l 

262 

"(21) 

'7 
33 
(2) 

(81) 
1 

23 

Balance at December 31,2006 "i i: i : m\. 1 .1.12381" (.10,927) . ! ' 2,626 . (128) 

Issued pursuant to stock plans and options 
Amortization of restricted stock 
Lapses and forfeitures of restricted stock 

T-
(12) 359 

(16) 

64 
30 

2 

(4) 
22 
13 

Balance at December 31,2007 
. . .  .  -

226 $ (10,584) $ 2,722 $ (97) 

Each share of the Company's preferred stock is convertible into 16.96 shares of common stock and is callable at the Company's option, 
reductions in the number of issued shares of preferred stock in 2007,2006 and 2005 were due to conversions into shares of common stock. 

Dividends declared per common share were $1.15 in 2007, $1.12 in 2006 and $1.12 in 2005. 

The 

The accumulated balances related to each component of OCI, net of taxes, were. as follows: 

Dollars in Millions 

Foreign 
Currency 

Translation 

Deferred 
(Income)/Loss on 
KfTertivr Helloes 

Minimum 
Pension 
Liability 

Deferred Charges 
on Pension and 

Other 
Postretiremen! 

Benefits 
Available for 

Sale Securities 
Balance at January 1,2005 
Other comprehensive income/(loss) 

$ (283) 
(270) 

$ (309) 
325 

$ (223) 
(6) 

$. _ $ 23 
(22) 

Balance at December 31,2005 
Other comprehensive income/(loss) 
Adjustments on adoption of SFAS No. 158 

(553) 
129 

16 
(39) 

. (229) 
82 

147 (1,211) 

1 
12 

Balance at December 31,2006 
Other comprehensive income/(loss) 

(424) 
99 

(23) 
(14) 

— (1.211) 
238 

13 
(139) 

Balance at December 31, 2007 $ (325) $ (37) $ — $ (973) $ (126) 

Accumulated 
Other 

Comprehensive 
Income/fLea) 
$ (792) 

27 

(765) 
19A 

(1,064) 

(1,645) 
184 

$ (1,461) 
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Employee Stock Plans 

^fsraS-rxsssiS^ 
SEEL? sflaresi?served' Shares tendered in a prior year to pay the purchase price of options and the nuXr of shares preirio^ly miS to sadsfi 
for^Janrf ™ J ft"T tPCf exerci!?e con"nue t0 be available and reserved. At December 31,2007,352 million shares of common stock were reserved 
for issuance pursuant to stock plans, options and conversions of preferred stock. There were 98 million and 39 million shares available to be eranted for the 
active plans as of December 31,2007 and 2006, respectively, adjusted for the combination of plans. ** * 

Under the Company's 2007 Plan and the 2002 Plan, executive officers and key employees may be granted options to purchase the Commnv's 
common stock at no less than 100 /o of the market price on the date the option is granted. Options generally become exercisable in installments of25% ner 
rr,0\ea5°fthe trough the fourth anniversaries of the grant date and have a maximum term of 10 years. Generally the Company issues sharesfor 
the stock option exercise from treasury stock. Additionally, the plan provides for the granting of stock appreciation rights wifcSiKSv 
SSSre prirefC te reC61Ve common stock and/or cash measured ^ ̂  excess of the market price of the common stock o^the option 

Md ^ 2002 P]an provide for 'h? granting of common stock to key employees, subject to restrictions as to continuous employment 
£Xplre °leT a four~year Pen?d {T°m date of grant. Compensation expense is recognized over the restricted period During thefirst' 

quarter of2007, the Company began granting restricted stock units instead of restricted stock. 

^?°07/'a«and the 2(^2 Pla? also mcorporate the Company's long-term performance awards. These awards, which are delivered in the form of a 
Uu^et number of performance shares, have a three-year cycle. For 2007 to 2009, the awards have annual goals set at the beginning of M^oerfo™m?e 
Tonsn, A^I °" ̂ a™|n8s P" shine and 50% on sales. Maximum performance will result in a maximum payout of220% The goals for the 
2005 through 2007 and die 2006 through 2008 awards are set for the three-year period and are based 50% on cumulative earnings vet share^uid 50% on 

PTUl by(he Company's total stockholder return versus the 11 c^SLTproxy^™™ MaxtaL 
te mldeTndTTplaT"'^ ^253%'°f'^to<Wd' 

. _^d!^he,TeamShfe St00k °pti0" Plal?' whic,h terminated on January 3,2005, fiill-time employees, excluding key executives were granted ontions 
HJW th V i jm-fyiS common Mo®k at tee market price on the date the options were granted. The Company authorized 66 million shares for issuance 

v^rtini'0V^1?s?an-M^enTly l!eCam1e exercisable evenly on the third, fourth and fifth annivers^ ofthe grant date and have^aximum"^, 
of 10 years. Options on 35.6 million shares have been exercised under the plan as of December 31,2007. 

The Company's results of operations for the years ended December 31,2007 and 2006 reflect the imoact of SFAS No 1 whi^h *ko 
impact of the expensing of stock options. The Company has elected the alternative method as provided in FSP No 1 2VRI-2 includes the 
pool of excess tax benefits. The results of operations^ the year ended Decern^ 3^005w^renot^^sSo reflect^ ZTĴ lPrTrSd m fCC.°rdanciw,tb ApB No-25" The lowing table summarizes stock-based compensation eSHel of toTfated to 
employee stock options, restricted stock and long-term performance awards for the years ended December 31,2007,2006 and 2005: 

Dollars in Millions 
Cost of products sold 
Marketing, selling and administrative 
Research and development 

Total stock-based compensation expense 
Deferred tax benefit 

Stock-based compensation, net of tax 

JfflllL 2(HI« zniw 
$ ia S 11 $— 

80. 67 31 
40 34 — 

133 112 31 
45 39 11 

$ 88 $ 73 $ 20 
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The table below reflects pro forma net income and diluted net income per share for the year ended December 31,2005: 

Dollars in Millions, exceptpershare data 

Assorted.. .. _ .. * J™ * ^ 

t^I  empJDyee Sensation expense, ineiudedin reported net earnings, net.of related tax rfWt, 
of rehted mTefS 68 compensat,on exPense determined under fair value-based method for all awards, net 

Pro forma 

Basic Earnings per Share: 
As reported 
Pro forma 

Diluted Earnings per Sharp-
As reported 
Pro forma 

Stock Options 
A summary of option activities were as follows: 

Year Ended 
December 31, 
. 2M5_ 

~$\ 3,000' 
20 

(112) 

$ 2,908 

1.53 
1.49 

1.52 
1.48 

Shares in Millions 
Balance at January 1,2005 
Granted 
Exercised 
Expired or forfeited 

Balance at December 31,2005 
Granted 
Exercised 
Expired or forfeited 

Balance at December 31,2006 
Granted 
Exercised 
Expired or forfeited 

Balance at December31,2007 

Shares of Common 
Stock Issued 
Under Plan 

163 
20 
m 

(10) 

164 
. .16 

(8) 
(9) 

163 
15 

(13) 
(17) 

148 

Weighted-Average 
Exercise Price of 

Shares 
$ 38.87 

25.37 
1626 
37.67 

38.45 
23.18 
21.00 
33.53 

3826 
26.31 
27.02 
32.84 

38,53 
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Information related to stock option grants and exercises under both the 2007 Plan and the 2002 Plan are summarized as follows: 

Amounts in Millions, except per share data 
Available for stock: option awards 
Stock options granted 

Total intrinsic value of stock options exercised 
Cash proceeds from exercise of stock options. 

For the Years Endlmr tSecemher XI 
1007 2«0d 2IHK 
93.7 39.4.. J-..3XS 
15.3- 15.3 20.2 

..Jt &5J5- $.4.74.. 3.5.49 
J6 .37... .69 
$..345... $ 163 .$..133 

a weS^mgl'pSof 15 ye^l.104 milU°n °ft°tal unrecognized comPensation cost reIated*> st°<* options and is expected to be recognized 

The following tables summarize information concerning the Company's stock compensation plans and currently outstanding and exercisable options: 

Shares in Millions 

Plan Category 
Equity compensation plans approved by security 

holders 
Equity compensation plans not approved by 

securityholders 

Number of securities to be issued 
upon exercise of outstanding 

motions and rights 
.(a) — 

Weighted-average exercise 
price of outstanding 
nntions and rights 

0» 

130 

18 

148 

,37,8.8 

43.22 

38.53 

Number of securities 
remaining available for future 

issuance under equity 
compensation plans excluding 

securities reflected in column r.i 
(c) 

98 

98 

(1) Shares under this plan are no longer being issued. 

share cteta)f°ll0Wm8 taWe summanzes significant ranges of outstanding and exercisable options as of December 31,2007 (amounts in millions, except per 

Ranee nf P-mri-ic P-i.v,. 
$1 -$20 
$20 - $30 
$30-$40 
$40 - $50 
$50-$60 
$60 and up 

Vested or expected to vest 

Options Outstanding 
Weighted-
Average Weighted-

Remaining Average 
Contractual Exercise 

Number Life (in Price Per 
Outstandine Years! Sharp 

1 9.16 $ 4.33 
78 6.94 25.67 

. — 8.38 30.90 
. 4 0  1.78 47.04 
12 2.99 58.19 
17 1.48 63.30 

. • 148 4.58 3.8.53 

146 4.53 38.69 

Aggregate 
Intrinsic 
Value (in 
millions! 

$ 12-
109 

121 

Options Exercisable 
Weighted-

Options Exercisable 

Average Weighted-
Remaining Average 

Number 
Contractual Exercise 

Number Life (in Price Per 
Exercisable Years! Sharp 

&J60 $ ' 1.36 
45 5.97 25.63 

—: 4.42 30.15 
40 1.78 47.04 
11 2.96 5.8.06 
17 1.48 fit tn 

"• 113 ' 3.59 42 21 

Aggregate 
intrinsic 
Value (in 
minimis! 

$ —" 
71 

$ 71 
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The fair value of employee stock options granted in 2007 were estimated on the date of the grant and, prior to January 1,2006, were estimated using a 
weighted-average estimated per option value granted, using the Black-Scholes option pricing model with the following assumptions: 

The Company derived the expected volatility assumption required in the Black-Scholes model by calculating a 10-year historical volatility and 
weighting that equally against die derived implied volatility, consistent with SFAS No. 123(R) and SAB No. 107. Prior to 2006, the Company had used its 
historical stock price volatility in accordance with SFAS No. 123 for purposes of its pro forma information. The selection of the blended historical and 
implied volatility approach was based on the Company's assessment that this calculation of expected volatility is more representative of future stock price 
trends than using only historical volatility. 

The risk-free interest rate assumption is based upon the U.S. Treasury yield curve in effect at the time of grant. The dividend yield assumption is 
based on the Company's history and expectation of dividend payouts. 

The expected life of employee stock options represents the weighted-average period the stock options are expected to remain outstanding and is a 
derived output of the lattice-binomial model. The expected life of employee stock options is impacted by all of the underlying assumptions and calibration 
of the Company's model. The lattice-binomial model assumes that employees* exercise behavior is a function of the option's remaining vested life and the 
extent to which the option is in-the-money . The lattice-binomial model estimates the probability of exercise as a function of these two variables based on 
the entire history of exercises and cancellations on all past option grants made by the Company. 

Prior to 2006, the Company used an option-pricing model to indirectly estimate the expected life of the stock options. The expected life and expected 
volatility of the stock options were based upon historical and other economic data trended into the future. Forfeitures of employee stock options were 
accounted for on an as-incurred basis. 

As stock-based compensation expense recognized in the consolidated statement of earnings for the 12 months ended December 31,2007 and 2006 is 
based on awards ultimately expected to vest, it has been reduced for estimated forfeitures. SFAS No. 123(R) requires forfeitures to be estimated at the time 
of grant and revised, if necessary, in subsequent periods if actual forfeitures differ from those estimates. Forfeitures were estimated based on historical 
experience. In the Company's pro forma information required under SFAS No. 123 for the periods prior to 2006, the Company accounted for forfeitures as 
they occurred. 

The Company acquired Adnexus on October 19,2007. As part of the acquisition agreement, the Company assumed 24 million shares of Adnexus 
incenti ve stock options (ISOs) and replaced them with 0.6 million shares of Company ISOs. The converted options retain their original vesting schedules, 
including the vesting commencement date, as well as the expiration date. A Black-Scholes model was used to determine the expected term and the 
individual ISOs valuations. The result was a weighted-average expected term of 5.2 years and a weighted-average fair value on October 19,2007 of 

Expected volatility .. . 
Risk-free interest rate 
Dividend yield. 
Expected life 

2007 2006 2006 
28.9% 26.7% " 29.4% 

.. _ ...4.7% 4.6% . . 4.4% 
. . - .4.5% 48% 4-6%. 

6.2 yrs 6.3 yrs 7.0 yis 

$20.34. 
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Restricted Stock Awards and Restricted Stock Units 
The fair value of nonvested shares of the Company's common stock is determined based on the average trading price of the Company's common 

stock on the grant date. 

Restricted share activities were as follows: 

Shares in Thousands 
Nonvested shares at January 1,2005 
Granted 
Vested 
Forfeited 

Nonvested shares at December 31,2005 
Granted 
Vested . 
Forfeited 

Nonvested shares at December 31,2006 
Granted 
Voded 
Forfeited 

Nonvested shares at December 31,2007 

Weighted—Average 
Number of Shares Grant-Pate Fair Value 

2,945 $ 31.12 
1,786 .. 24.61 
(375) J8L56 
(194) 31.37 

4,162 27.36 
4,295 23.45 
(645) 32.48 
(921) 26.64 

6,891 24.58 
3,584. . 27.14 

(1,360) 25.51 
(892) 25.13 

8,223 25.48 

Expected to vest 7,772 25.48 

As of December 31,2007 and 2006, there was SI 45 million and $126 million, respectively, of total unrecognized compensation cost related to 
nonvested restricted stock and restricted stock units. That cost is expected to be recognized over a weighted-average period of 2.6 years for the balance at 
December 31,2007 and 2.75 years for the balance at December 31,2006. The total cost of non-vested shares and share units panted that was recognized as 
compensation expense during the twelve months ended December 31,2007,2006 and 2005 was $53 million, $34 million and $27 million, respectively. The 
total fair value of shares and share units that vested during the 12 months ended December 31,2007,2006 and 2005 was $35 million, $21 million and $14 
million, respectively. 

Performance Awards 
Prior to the adoption of SFAS No. 123(R), compensation expense related to performance awards was determined based on the market price of the 

Company's stock at the time of the award applied to the expected number of shares contingently issuable (up to 100%) and was amortized over the 
three-year performance cycle. 

Since the adoption of SFAS No. 123(R), the fair value of the 2006 through 2008 performance award was estimated on the date of grant using a Monte 
Carlo simulation model due to a market condition. The Monte Carlo simulation model utilizes multiple input variables that determine the probability of 
satisfying each market condition stipulated in the award grant and calculates the fair market value for the long-term performance awards. For the 2007 
through 2009 performance award, because the award does not contain a market condition, the fair value was based on the closing trading price of the 
Company's common stock on the grant date. 

The valuation model for the 2006 through 2008 award used the following assumptions: 

Weighted-Average Expected Risk-Free 
Grant Year Grant Bale—,—— Flsnctteri Volatility nividend vieid interest Rate 
2006 3/7/2006 20.4% 4.9% 4.4% 

Weighted-average expected volatility is based on the three-year historical volatility levels on the Company's common stock. Expected dividend 
yield is based on historical dividend payments. Risk-free interest rate reflects the yield on five-year zero coupon U.S. Treasury bonds, based on the 
performance shares' contractual term. The fair value of the performance awards is amortized over the performance period of the award. 
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Information related to performance awards under both the 2007 Plan and the 2002 Plan is as follows: 

SharainThoinands n ^ Weighted-Average Performanee Shares Outstanding 
3/2/04 Shartt tirantrd _ grant Pate Fair Yahif PMMiftsr 31.20(17 DeeemtJIt mo* 

X ISffi ££ • .. m S 
~~~~ • -- - - .12/31/08. .... : . 640 20.00 415 4<ci 
.^07 Annually on 12/31 219 27.01 ' 209 

^1/07 1 Annually onJ2/31 .57. 28.68 

Total outstanding 
1,511 1,772 

At December 31, 2007 and 2006, there was $11 million and $2 million, respectively, of total unrecognized compensation cost related to the 

performance share plan, which is expected to be recognized over a weighted-average period of 1.8 years and 2.0 years, respectively. 

Accuracy of Fair Value Estimates 

r ™fvCTry'S detem™ation offair value of stock-based payment awards on the date of grant using an option-pricing model is affected by the 

teTcrlnmvV e"Ce' fVf ^ assump,tl?rs regardi°8 a num^er of highly complex and subjective variables. These variables include, but are not limited 

rw?L- ^ expected stock price volatility over the term of the awards and actual and projected employee stock option exercise behaviors 

tonsferahV^R^i^ d,Wr 6 °p fo.r m estimating the value of traded options that have no vesting or hedging restrictions and are folly 

transferable. Because the Company s employee stock options have certain characteristics that are significantly different from traded options and because 
changes m the subjecrive assumptions can materially affect the estimated value, in management's ofonion, the ex stog vS™ ̂  an 

^SFA^Nr?7frpf/^,VfRe,of^eCOmpan?S empl°yee Sl0J* °Ptions- Although foe fair val£ of employee stock optionTSnS^to ZZZTe 
^lformaikM ttansaction USmg 3,1 ophon-pncmg model, that value may not be indicative of foe fair value observed in a willing buyer/willing 

The Company adopted SFAS No. 123(R), which requires the measurement and recognition of compensation expense for all stock-based travment 

awank made to employees and directors based on estimated fair values. SFAS No. 123(R) supersedes the Company 's previo^ accoum.ng ^1er A?B 

proyHioZ  ̂Nog'̂ ?n Splî fSFA^No Sr?' ̂   ̂̂  ™ rda,in8'° ̂  N°' The C°mpany h"S apP"ed ,he 

„ ^°-I2?(R) wsing the modified prospective transition method, which requires the application of foe accounting standard 

^of January 1,2006, and has elected the alternahye method as provided in FSP No. 123(R)-3 in determining foe Company's pool of exccss lTb^ef.r 

y S e°ns°lldatad financial statements for foe year ended December 31,2006 reflect foe impact of SFAS No. 123(R). In accordance with foe 

focltSttemSVof SFASNn^lwi^t S C0nS0hdated fmancial statements for prior periods have not been restated to reflect, and do not 
j'iT, ', paci of.SFAS No 123(R). Stock-based compensation expense recognized under SFAS No. 123(R) for foe years ended December 31 2007 

and 2006 was $133 million and$112 million, respectively, ($88 million and $73 million, net of tax, respectively) or $0.04 per share and $0 04 per share 

respectively, with a corresponding unount recorded in additional paid-in capital within stockholders' equity. Additionally, in 2006 $10 million related to 

performance awards was reclassified from liabilities to stockholders' equity in connection with the adoption of SFAS No. 123(R). 
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The Company is exposed to market risk due to changes in currency exchange rates and interest rates. To reduce that risk, the Company enters into 
certain derivative financial instruments, when available on a cost-effective basis, to hedge its underlying economic exposure. These instruments are 
sp^ufativTpu^es '° e lciently net exPosnres and thus take advantage of any natural offsets. Derivative financial imtrnm,^ are not used for 

The Company's primary net foreign currency translation exposures are the Euro, Canadian dollar, Japanese yen, Mexican peso and rhin^ renminbi. 

The Company utilizes foreign currency contracts to hedge anticipated transactions, primarily intercompany transactions, on certain foreign currencies 
and designates these derivative instruments as foreign currency cash flow hedges when appropriate. The notional amounts of the Company's foreign 
exchange denvabve contracts at December 31 2007 and 2006 were $1,656 million and $1,585 million, respectively. For these derivatives, in which the 
majority qualify as hedges of future anticipated cash flows, the effective portion of changes in fair value is temporarily deferred in accumulated OCI and 
then recognized in earnings when the hedged item affects earnings. 

The table below summarizes the Company's outstanding foreign exchange forward contracts as of December 31,2007. The fair value of all foreign 
exchange forward contracts is based on year-end currency rates. The fair value of foreign exchange forward contracts should be viewed in relation to the 
tair value of the underlying hedged transactions and the overall reduction in exposure to adverse fluctuations in foreign currency exchange rates. 

Dollars in Minions* except currency rates 
Foreign Exchange Forwards: 
Cash Flow Hedges 

Australian Dollar 
— British Pound 

Canadian Dollar 
Euro 
Japanese Yen 

-Mexican Peso 
PoEshZSofy 
Swedish Krona 
Swiss Franc 

Total Cash Flow Hedges 

Weighted-Average 
Notional Amount 

0.80 $ 72 
2.01 79 
LOS 13Q 
1.36 636 

107 J62 159 
10.95 54 
2.53 18 
6.48 47 
1.16 30 

1,225 

Fair Value 
Asfjei/fKiahfHty) 

(6) 

(12) 
(43) 

3 
1 

Maturity 

2008 
2008 
2008 
2008 
2008 
2008 
2008 
2008 
2008 

(56) 

Non-Qualifying Hedges(,) 

Australian Dollar 0 90 71 7 anno 
BritishPound £06 41 2 2008 
Canadian Dollar . .. 0.95 131 6 2008 

,, Y_ 4.45 13 (1) 2008 
^®!®Yen .... 106.78 71 2 2008 
Polish Zloty 2.53 61 (1) 2008 
Turkish Lira ,.27 43 ^ 2008 

Total Non-Qualifying Hedges 431 j 

Total Contracts c 1,656 $ (47) 

(1) Non-qualifying hedges are hedges that do not qualify for hedge accounting treatment as prescribed by SFAS No. 133, Accounting for Derivative Instruments and Hedging Activities. 

At December 31 2007 the Company held foreign exchange option contracts to buy and sell Japanese Yen. The total notional and fair market value 
tor' buy contracts is $145 million and $1 million, respectively, which are fully offset by the total notional and fair market value for sell contracts of $145 
million and $1 million, respectively. 

2006.and 2,005' toe Company reclassified pre-tax deferred losses of $56 million, $18 million and $130 million, respectively, from 
accumulated OCI to earnings, the majority of which was classified as cost of products sold. As of December 31,2007, the balance of deferred losses on 

foreign exchange forward contracts included in accumulated OCI on a pre-tax basis was $54 million ($37 million net of tax), all of which is expected to be 

reclassified into earnings within the next 12 months. H 

121 



Table of Contents 
Note 18 FINANCIAL INSTRUMENTS (Continued) 

tha' ,hf. Companyjrerformperiodic assessments of hedge effectiveness. These assessments determine whether derivatives 
g w'S ™ hgMy effective m offsetting changes in the cash flows of hedged items. Any ineffective portion of fair value 

can no longer be deferred m accumulated OCI and is mcluded m current period earnings. For the years ended December 31,2007 and 2006 the impact of 
hedge meffectiveness on eannngs was not significant. Additionally, for the years ended December 31,2007 and 2006, the impact of discontinued hedges 
MftJ! °^2 ™ a Pre~tax?j?'0 million, respectively. Furthermore, the Company uses foreign exchange forward contracts to 

exPosnr® to. certain currency assets and liabilities and earnings denominated in certain foreign currencies. These foreign exchange forward 
contracts are not designated as hedges and, therefore, changes in the fair value of these derivatives are recognized in earnings as other income net as they 
occur. The notional and fair value amounts of foreign exchange forward contracts at December 31,2007 are described in the table above. There were no 
foreign exchange forward contracts of this type outstanding at December 31,2006. In 2007, the impact of foreign exchange forward contracts that are not 

^8 Pfre~taiXfigrn 1 5 m,lhon-In 2006 and 2005, the amounts recognized in earnings related to these types of foreign exchange 
forward contracts that did not qualify for hedge accounting treatment were not significant. 

. value of f0™ard contracts was a net liability of $47 million at December 31,2007, of which $16 million was recorded as a non-current asset 
andI $63 million was recorded as a current liability. The fair value of forward contracts was a net liability of $33 million at December 31 2006 of which $18 

mr"on„^ recorded as a non-current asset and $51 million was recorded as a current liability. The fair value of all foreign exchange contracts is based on 
year-end currency rates (and the Black-Scholes model in the case of option contracts). Dasea 

In addition to the foreign exchange hedge contracts noted above, the Company utilizes forward contracts to hedge foreign currency-denominated 
monetary assets and labilities. The pnmaiy objective of these fonyard contracts is to protect the U.S. dollar value of foreign currency-denominated 
monetary assets and liabilities from the effects of volatility in foreign exchange rates that might occur prior to their receipt or settlement in U S dollars 
These foreign currency-denominated monetary assets and liabilities are primarily denominated in Euro. The forward contracts are not designated as hedges 

eXPeilSf' n?'.The notlonal and falr value amount of purchased foreign exchange forward contracts was not material 
™ u 1d $2f mllh°D and a $1 million asset, respectively, at December 31,2006. There were no notional and fair value amounts of sold 

foreign exchange forward contracts at December 31,2007, and $22 million and a $1 million liability, respectively, at December 31,2006. 

The Company also uses non-U.S. dollar borrowings, primarily the €500 Million Notes due 2016 and the €500 Million Notes due 2021 to hedge the 
fnv^^®Se„f?°S^reS J Copy's net investment in certain foreign affiliates. These non-U.S. dollar borrowings are designated as hedges of net 
investments. The effective portion of foreign exchange gains or losses on these hedges is recorded as part of the foreign currency translation component of 
COT^nMto^cumvdatedO^ 6' miIlion and $27 million in losses, respectively, were recorded in the foreign currency translation 

n^jj! ?,0mPa"y ha,d^edgCd e*P°aures ,t0 ne« fore>gn currency-denominated assets and liabilities of approximately $1.9 billion and $ 1.6 billion at 
December 31,2007 and 2006, respectively, primarily m Mexico, Japan, the UK, China, Australia and Canada. 

• • C?^pa1y ules derivative mstruments as part of its interest rate risk management strategy. The derivative instruments used are comprised 
f"naipa!ly of ®xed l° boating rate interest rate swaps which are subject to fair-value hedge accounting treatment. In November 2006, in connection with 
thei funding.ofthe retirement of the 20II fixed rate debt, the Company executed several fixed to floating interest rate swaps to convert $1.3 billion and €1 
billion ($1 3 billion at inception) of the Company's newly-issued fixed rate debt to be paid in 2016,2021 and 2036 to variable rate debt. The total notional 
amounts of outstanding interest rate swaps were $2.6 billion and €1 billion ($1.5 billion) as of December 31,2007 and $2.6 billion and €1 billion ($1.3 
billion) as of December 31, 2006. In accordance with SFAS No. 133, Accounting for Derivative Instruments and Hedging Activities, the Company 

f'"Crinf®-01 lntfef-expense of J13 million and $18 million in 2007 and 2006, respectively, and a net reduction in interest expense of $54 
million m 2005 trom the impact of interest rate swaps. 

The swaP contracts, aswell as the underlying debt being hedged, are recorded at fair value, which resulted in an increase in non-current assets of $72 
^7 miLnU^ a reduction m long-term debt of $24 million at December 31,2007; and an increase in non-current assets of 

!?'«! current liabilities of $57 million and a reduction in long-term debt of $50 million at December 31, 2006. Swap contracts are generally held to 
maturity and are intended to create an appropriate balance of fixed and floating rate debt for the Company. Swap contracts that qualify as fair value hedges 
that are terrmnated prior to their maturity dates are reported as part of the carrying value of the underlying debt and are amortized to earnings over the 
remaining life of the debt. Swap contracts that qualify as cash flow hedges that are terminated are reported in accumulated OCI and amortized to earnings 
over the remaining life of the debt. The following tables summarize the interest rate swaps outstanding as of December 31,2007 and 2006 the earnings 
impact from terminated interest rate swap contracts for 2007, 2006 and 2005: earnings 
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Interest Rate Swaps Outstanding 

lnter».< Pat, 
Dollars in Minions 

. 4,00.%.Notes.due 2008. 
5.25%-Notes.due 2013 
4.3.75% €500 Million Notes, due 2Q16 
4.625%€500.MiilioiiNotes.dBe-2021. 
7.15% Notes, due 2023 
,5.875% Notes, due 2036 . . 

Notional 
Amount of 
Underlying 

DabL-

606 
. . .  7 2 5  .  

.. . .350. 
U50 

$ 4,050 

Variable Rate 
Received 

J month U.S. S LIBOR +0.35% 
1. month U.S. £ LIBOR +0.42% 

. 3monthEUR€ EURIBOR +0.40% 
-3.month.aat.€ EURlBQR +0 .16% . 

ljuonthU.S. LIBOR+1.66% 
.lm'<talh.lJ.S..$ LIBOR +0.62% 

Year of 
Trflinarfimi 

2003. 
2003. 
2006 
2006 

.2004 
2006 

Maturity 

2008 
2013 
2016 
3021. 
2023 
2036 

Fair 
Value 

$ (2) 
16 

(37) 
(57)' 
20 
36 

$(24) 

Earnings Impact from Terminated Interest Rate Swap Contracts 

Interest Bate fnnl.^1. 
Dollars in Millions 
Interest rate swap lock associated with: 

5.75% Notes due 2011 0) 
4.75% Note due 2006 ® 

Swaps associated with: 
4.75% Notes due 2006 ® 
5.75% Notes due 20) 1 <") 
6.8% Notes due 2026 (3) 
5.75% Notes due 2011 0) 

Notional 
Amount of 

Year of Underlying 
Termination neht 

.2001. .$ 2,500 
2001. 2,000 

2005 
2005 
2005 
2006 

2,000 
500 
350 

2,000 

Total Pre-Taz 
Deferred 

Oainffl ,n««l 

Pre-Tax Income/fExpense) 
Recognized 

2007 2IH16 20OS 

(58) $ • 
(48) 

(13) 
(23) 
39 

(62) 

$ (37) $ (5) 
- (15) 

(21) 
.. i •: 
(62) 

(13) 
(2) 

(165) $ 1 $(119) $(35) 

(1) The underlying 2011 Notes were extinguished in 2006. 
(2) The underlying 2006 Notes were extinguished in 2005. 
(3) The underlying 2026 Notes have not been extinguished. 

Cash Equivalents and Marketable Securities" above. For long-term debt, die difference between the fair vX and is no' material ' 

Note 19 SEGMENT INFORMATION 

the ulnSf nh0^rLu^ganiZe<!"if66 ,;ePortable segments—Pharmaceuticals, Nutritionals and ConvaTec. The Pharmaceuticals segment is comnrised of 
the global pharmaceutical andintemattonal consumer medrcmes businesses. The Nutritionals segment consists of Mead Johnson nrimarilv an i2 
formula business and children s nutritional business. The ConvaTec segment consists of the ostomy, wound and skin care business. 

.r,nJPDeCember 20<?7: C°mpany Altered into a definitive agreement with Avista for the sale of its Medical imamnp business The closine of the 

2^d aSXtaWOA* InMa* 

p®S?Uait,e. °/200.5.' Company completed the sale of its Consumer Medicines business, which is included in the Pharmaceuticals ooeratino 
segment. For addttional information on the sale of Consumer Medicines, see "-Note 4. Acquisitions and Divestitures " operating 
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other cSg ^ "i0na,ly' ̂  pr°duCtS ^ als0 sold t0 

Dollars in Miliums 

Nutritionals 
ConvaTec 

Health Care Group 

Total segments 
Corporate/Other 

Total 

7.MT7 
Sal" Earnings From Continuing Operations 

Bef o re Minority li.Or>«t «»d Income T.tp, —Year-end Assets 

$15,622 . 

2,571.. 
1,155 

$13,861 

2,347 
1,048 

$15,408 

.2405 
992 

UM! 
$ .3,471 

708 
. 348 

zuna 
$ 2^69 

696 
315 

200S 
$ 3,739 

_ 677 
288 

2007 
$12449. 

1,274 
715 

. 2(196 .. 
$1.1444 

1,167 
666 

3,726 3,395 3,197 1,056 1,011 965 1,989 1,833 

19,348 17,256 : iRffls 

fit 

3,580 
(1,180) 

4,704 
(400) 

14,538 
11,634 

13,477 
12,098 

$19,348 $17,256 $18,605 $ 3,534 $ 2,400 $ 4,304 $26,172 $25,575 

Net sales of the Company's key products were as follows: 

Dollars in Millions 
Pharmaceuticals - . 

PLAVDC* 
AVAPRO*M V A T 1T)F» 
PRAVACHOL 
COUMADIN 
REYATAZ 
SUSTIVA Franchise (total revenue) 
BARACLUDE 
ERBITUX* 
TAXOL (paclitaxel) 
SPRYCEL 
IXEMPRA 
ABILIFY* (total revenue) 
Other Pharmaceuticals 

Total Pharmaceuticals 

Nutritionals 
JBNFAMIL 
ENFAGROW 
Other Nutritionals 

Total Nutritionals 
ConvaTec 

Ostomy 
Wound Therapeutics 
Other ConvaTec 

Total ConvaTec 

Total 

2007 
Sales by Products 

2007 200ff 200s 

$ 4,755. $ 3457 $ 3,823 
. 1,204 1,017 982 

443 1,197 2456 
201 220 212 

1,124 931. 696 
956 791 680 
275. 83 12 
692 652 413 
422 563 747 
IS 25 

747 

15 
1,660 1482 912 
3,717 3,763 4,675 

15,622 13,861 15,408 

1,082 1,007 992 
295 262 206 

1,194 1,078 1,007 

2,571 2,347 2405 

594 554 550 
488 441 416 

73 53 26 

1,155 1,048 992 

$19448 $17,256 $18,605 
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Dollars in Millions 
Pharmaceuticals .. .. ... 

Nutritionals 
ConvaTec 

Health Care Group 

Total sej. 
Corporate/Other' 

. Total 

Depreciation Capital Emondih.™, 
2006 2005 2007 2000 2005 

-$.639—$538.. $545 .$43(1. $453 . $.475 

.63.. 
25. 

65 
19 

84 

65 
25 

90 

44 41 . 38 
- 1ft. 18 20 

63 59 58 

727 - 622 635 - 493 512 533 
74 58 58 49 52 44 

$801 $680 $693 $ 542 $564 $577 

(8) $H «"» J13 *** -»• 

Geographic Areas 

Dollars in Millions 
United States 
Europe, Middle East and Africa 
Other Western Hemisphere 
Pacific 

Total 

4 635 
1,704 
2,201 

2006 
$ 9,140 

4,518 
- 1,580 

2,018 

2005 
$ 9 ,924 

5311 
1,561 
2,009 

$19,348 $17,256 $18,605 

Year-en 
2007 

id Assets 
200(5 

$17,283. $16,942 
5,198 5,032 
2,271 2237 
1,420 1364 

$26,172 $25,575 
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Minimum rental commitments under all non-cancelable 
were as follows: 

operating leases, primarily real estate and motor vehicles, in effect at December 31,2007, 

Y"" '"•""p IW»mh«.r •» 
2008 
2,009 
20:10 
2011 
2012 
Later years 

Total minimum payments 
Less total minimum sublease rentals 

Pollers In Milling 
..$. - , 143 

116 
.. 190 

72 
7f 

212 

.704 
39 

Net minimum rental commitments 665 

• 7on?Pe[aong l.raSe re^i!Xp?f? iT ?f.sub!ease rental income of $17 million in 2007, $21 million in 2006 and $15 million in 2005) was $166 million 
in 2007, SI 49 million in 2006 and $150 million in 2005. 

In December 2006, the Company completed the sale and leaseback of several administrative facilities in New Jersey for $283 million, which resulted 

in a pre-tax gam from the transaction of $154 million, of which $145 million was deferred and will reduce future lease rental costs over the lease periods 

ranging from 8 to 12 years. r 

Note 21 PENSION AND OTHER POSTRETJREMENT BENEFIT PLANS 
i ™e11C°mPany cert?j? subsidiaries have defined benefit pension plans, defined contribution plans and termination indemnity plans for 

regular foll-time employees The principal pension plan is the Bristol-Myers Squibb Retirement Income Plan in the U.S. The funding policy is to 
contribute amounts to provide for current service and to fond past service liability. Plan benefits are based primarily on the participant's veare of credited 
service and compensation. Plan assets consist principally of equity and fixed—income securities. 

Tbe Company also provides comprehensive medical and group life benefits for substantially all U.S. retirees who elect to participate in its 

comprehensive medical and group life plans. The medical plan is contributory. Contributions are adjusted periodically and vary by date of retirement and 

the originalretiring Company. The life insurance plan is noncontributory. Plan assets consist principally of equity and fixed-income securities. Similar 

plans exist for employees in certain countries outside of the U.S. 7 

The net periodic benefit cost of the Company's defined benefit pension and postretirement benefit plans included the following components: 

Dollars in Millions 
Service cost:— benefits earned during the year 
Interest cost on projected benefit obligation 
Expected return on plan assets 
Amortization of prior service cost/(benefit) 
Amortization of. loss 
Amortization of transitional obligation 

Curtailments and settlements 

Total net periodic benefit cost 

2(107 
$249 

352 
(442) 

11 
. 140 

3 

Pension Benefit. 
2006 

$238 
326 

(410) 
12 

166 
1 

'"is 
(i) 

2005 
$223 

314 
(361) 

13 
203 

392 

2007 
$ 8 

36 
(25) 
(3) 
6 

.22 
1 

Other BtnofifsW 
2qos 
$ 9 

34 
(22) 
(3) 
4 

22 

IMS 
$ 9 

36 
(20) 

(4) 
7 

28 

$313 $ 332 1.392 ' $ 23 . 22: $ 28 

(a) The Company has recognized the impact of the Medicare Prescription Drug Improvement and Modernization Act of2003 in 2007,2006 and 2005, and in accordance with FSP 
ACaZT?g andDisc'°sure Requirements Related to the Medicare Prescription Drug, Improvement and Modernization Act of2003, recorded II1 million for each of 

2007,2006 and 2005, respectively, as a reduction m net periodic benefit costs. 
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Net actuarial loss and prior service cost/(benefit) amortized from accumulated OCI into net periodic benefit costs for 2007 were $140 million and $11 
million, respectively, for pension benefits; and were $6 million and a benefit of $3 million, respectively, for other bSts "^e Sted net^Zi^loss 

prior service cost that will be amortized from accumulated OCI into net periodic benefit cost in 2008 are; 

Dollars in Millions 
Amortization of.net actuarial.loss 
Amortization of prior service cost/(benefit) 

Pension Benefits 
$ 98. 

11 

$ .109. 

Oihgr 

(3) 

inn-. C^anges beneflt obligations, plan assets, funded status and amounts recognized on 
2007 and 2006, for the Company's defined benefit and postretirement benefit plans, were a* 

the balance sheet as of and for the years endecfDecember 31, 
! follows: 

Dollars in Millfons 
Benefit obligation at beginning of year 
Service cost—benefits earned during the. year 
Interest cost on projected benefit obligation 
Plan participants' contributions 
Curtailments and settlements 
Actuarial losses/(gains) 
Pian'amendmenta 
Retiree Drag Subsidy Received 
Benefits paid 
Special termination benefit 
Exchange rate (gains)/losses 

Benefit obligation at end of year 

Fair value of plan assets at beginning of year 
Actual return on plan assets 
Employer contribution 
Plan participants' contributions 
Settlements 
Retiree Drug Subsidy Received 
Benefits paid 
Exchange rate (losses)/gains 

Fair value of plan assets at end of year 

Funded status 

Amounts recognized in the balance sheet consist of: 
Other assets 
Accrued expenses 
Pension and other postretirement liabilities (accrued benefit cost) 

Net amount recognized 

Amounts recognized in accumulated other comprehensive loss 
Net actuarial loss 
Net obligation at adoption 
Prior service cost 

..2007 2006 2007 20M 
$6,186 $5,918 $651 $643 

. 249 23.8 9 9 
352. 326 36 . .34 

4 3 16 .12 
(28) (2) (2) 

(179) 10 11 .. 27 
2 t —. 

— — . . .  5  6 
(496) (432) (87) <SL> 

4 — 2 
90 118 ' 5. 1 

$6,184 $6,186 $ 646 $ 651 

$5,658 $5,017 $291 $253 
458.. 649 29 . 38. 
323 325 66 63 

4 3 16 12 
(9) .  . —  *»:1 • 

— . — 5 6 
(496) (432) (87) (81) 

81 96 — 

$63119 $5,658 $320 $291 

$ (165) $ (528) $(326) $(360) 

$ 291 $ .45 $ — $ - •  
(27) m (58) (56) 

(429) (548) (268) (304) 

$ (165) $ (528) . $(326) $(360) 

$1,358 $1,711 $ 117 $ 117 
2 2 — 

46 55 (20) (24) 

$1,406 $1,768 $ 97 $ 93 

(b> f<Sany ilr?,0ft!:e Med'care PrescriP«°n Drag Improvement and Modernization Act of 2003 in 2007,2006 and 2005, and in with FSP 
No. 106-2, recorded $98 million and $94 million in 2007 and 2006, respectively, as a reduction in accumulated postretirement henefit obligation. 

r L r,SeVeral pla"s,^ underfunded accrued benefit obligations that exceeded their accrued benefit liabilities at December 31 2006 Additional minimum 
ah fiti« w"? Jfcw 4- n36 u aC,C!"™fef" liabilities to the values of the underfunded accrued benefit obligations. The additional minimum 

liabilities totaled $232 million at December 31,2006 prior to the adoption of SFAS No. 158, which were for a U.S. unfunded benefit equalization plan and 
several international plans. These liabilities were reversed against accumulated OCI upon the adoption of SFAS No. 158. 
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Note 21 PENSION AND OTHER POSTRETIREMEN! BENEFIT PLANS (Cootiiiued) 

The accumulated benefit obligation for all defined benefit pension plans was $5,417 million and $5,422 million at December 31,2007 and 2006, 
respectively. 

Information related to the Company's pension plans at December 31 was as follows: 

OtctmbtrH. 
Dollars In Millions TOOT TIMK 

Projected benefit obligation . . ... . . $1,376 $1*646. 
Fair value of plan assets 921 t'tm 

Pension Plans with accumulated benefit obligation in excess of plan assets; 
Accumulated benefit obligation $ 352 $1,137 
Fair value of plan assets 62 795 

This is attributable primarily to an unfunded U.S. benefit equalization plan and several plans in the international markets. The unfunded U.S. benefit 
equalization plan provides pension benefits for employees with compensation above IRS limits and cannot be fiinded in a tax-advantaged manner. 

Additional information pertaining to the Company's pension and postretirement plans were as follows: 

—Pension Benefits other Benefit. 
Dollars in Millions 2ITO7 2006 2005 2007 7.006 2005 
(Decrease)/Increase in minimum liability, including the impact of foreign currency fluctuations, 

included in other comprehensive income .. $— $(96) $(20) $— $— $ — 

Weighted-average assumptions used to determine benefit obligations at December 31 were as follows: 

Pension Benefits Other Benefits 
21107 2006 2007 2006 

Discountrate ....... 6.46% 5.74% 6.46% 5.73% 
Rate of compensation increase 3.67% 3.63% 3.60% 3.60% 

Weighted-average actuarial assumptions used to determine net periodic benefit cost for the years ended December 31 were as follows: 

Pension Benefits Other Benefits 
2£fiZ 2006 2IKI5 2007 2006 2005 

Discountrate 5.74% 5.49% 5.57% 5.73% 5.49% 5.52% 
Expected long-term return on plan assets 8.30% 8.39% 8.41% 8.75% 8.75% 8.75% 
Rate of compensation increase 3.63% 3.60% 3.59% 3.60% 3.61% 3.59% 

At December 31,2007, the Company's expected long-term rate of return on U.S. pension plan assets was 8.75%. The target asset allocation is 70% 
public equity (58% U.S., 12% international), 8% private equity and 22% fixed income. The 8.75% was approximated by applying expected returns of 9% on 
public equity, 15% on private equity and 6% on fixed income to the target allocation. The actual historical returns are also relevant. Annualized returns for 
periods ended December 31,2007 were 8.2% for 10 years, 10.4% for 15 years and 10.6% for 20 years. 

U.S. pension plan assets represented approximately 75% of total Company pension plan assets at December 31,2007. The 8.30% disclosed above for 
total Company expected return on assets for 2007 is below the 8.75% for U.S. pension plans, due to the impact of international pension plans, which 
typically employ a less aggressive asset allocation. 

An 8.75% expected return is disclosed for Other Benefits in 2007, as the relevant assets are invested in the same manner as U.S. pension plan assets 
and there are no international plan assets. 
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Assumed health care cost trend rates at December 31 were as follows: • 

„ ,, _ 20OT mm. IIHK 
Health care cost trend rate assumed for next year 937% Q X7% 133% 
Rate to which the.cost trend rate is assumed to decline, (the ultimate trend rate) .... 4.49% 449% 4 42% 
Year that the rate reaches the ultimate trend rate . 2018 2018 2012 

, Assume<} C3re cost,'r?nd ra[es do have an effect on the amounts reported for the health care plans. A one-percentage-point change in assumed 
health care cost trend rates would have the following effects: "mugc 

Dollars in Millions j-Percenlage-
Effect on total of service and interest cost ...Mtamm EalnUto^ 
Effect on postretirement benefit obligation 35 ^7) 

The Company's asset allocation for pension and postretirement benefits at December 31,2007 and 2006, were as follows: 

Public equity securities 
Debt securities (including cash) 
Private equity 
Other 

Total 

Pension Benefit. Other Renefit. 
20117 . 2006 2007 2006 
65.1% 672% 673% 69.2% 
27.3 26.9 23.7 23.3 
6.7 5S 8.7 72 
0.9 0.3 0.3 0.3 

100.0%. 100.0% 100.0% 100.0% 

„ . u, r /e Str?,egy,emphasizes equitlef,m order to achieve high expected returns and, in the long run, low expense and low required 
cashcontnbutions. For the U.S. pension plans, a target asset allocation of 70% public equity (58% U.S., 12% international), 8% private equity and 22% 
37' lncon?E is maintained and cash flow (i.e., cash contributions, benefit payments) is used to rebalance back to the targets as necessary. Investments are 
managed eac ofthe three maJor ^set categories. About 30% of the U.S. equity is passively managed. Otherwise, all investments are actively 

Investment strategies for international pension plans are typically similar, although the asset allocations are usually more conservative. 

Bristol-Myers Squibb Company common stock represents less than 1 % of the plan assets at December 31,2007 and 2006. 

Assets for postretirement benefits are commingled with U.S. pension plan assets and, therefore, the investment strategy is identical to that described 
auove lor u.o. pension plans. 

Contributions 

Wefe req"ired:th?,Company made cash contributions to the U.S. pension plans of $238 million, $235 million 
and $318 million in 2007,2006 and 2005, respectively. The Company also plans to make a cash contribution to the U.S. pension plans in 2008. 

When contributions are made to the U.S. pension plans, the Company may make tax-deductible contributions to the 401(h) account for retiree 
medical benefits equal to a portion of the pension normal cost. 

Contributions to the international pension plans were $85 million, $90 million and $105 million in 2007, 2006 and 2005, respectively Contributions 
to the international plans are now expected to be in the range of $70 million to $90 million in 2008. 

129 



Table of Contents 
Note 21 PENSION AND OTHER POSTRETIREMENT BENEFIT PLANS (Continued) 
Estimated Future Benefit Payments 

The following benefit payments for mainly the U.S pension plans, which reflect expected future service, as appropriate, are expected to be paid: 

Dollars in Millions 
2008 
2009 
2010 
2011 
2012 
Years 2013-2017 

Pension 
$ 376 

371 
390 
418 
442. 

2,553 

firms 
~ $ 69 

69 
70 
70 
69 

328 

Other Benefits 
Medicare SnhsMy 
$ 9 

9 
10 
11 
12 
57 

JSct. 
S 60 

60 
60 
59 
57 

271 

Adoption of SFAS No. 158 

stnr.khlvwTnS aad^d5,AS N°a,^8 inthf f'f31 year e"del^£cei5j!er 31'2006' "suitingin a $1,064 million reduction of accumulated OCI in 
follows- reduction m total assets and a $297 million increase in total liabilities. The impact of the adoption is summarized as 

Pre—SFAS Nn. 1SS Pre—tf y 
SFAS Nn. 158 Ariinstments 

Tax. JSst_ Post—SFAS Nn 1A« Dollars in Millions 
CunentAssets: 

Deferred income taxes 
Non^Current Assets: 

Deferred income taxes 
. Prepaidpension 

Other assets 
Current Liabilities: 

Accrued expenses 
U.S. and foreign income taxes payable 

Non-Current Liabilities: 
Other Liabilities 

Stockholders' Equity: 
Accumulated other comprehensive toss 

Savings Plan 

PTnr,rn3cAec«n?C1wdeflneA ^'"timion plan is the Bristol-Myers Squibb Savings and Investment Program. The Company's contribution is based on 
mm/on !n 2005^ of Company match. The Company's contributions to the plan were $60 million in 2007, $56 million in 2006 and $51 

$ 5.73 . $ — . $ 76 $ 76 $ 649 

2,139. 
1,324. 

299 
(1424) 

43 

438 .438 
. . . (1424) 

43 

2477 

342 

2,251 
445 

81 81 
(1) 

. 2,332 
444 

327 269 (52) 217 544 

(581) 0,631) 567 (1464) (1,645) 

Termination Indemnity Plans 

ComPany operates in certain jurisdictions, primarily in Europe, which require the recording of statutory termination obligations. These 
obligations were assessed in accordance with EITF Issue No. 89-1, Determination of Vested Benefit Obligation for a Defined Benefit Pension Plan The 
total pension liability recorded for these obligations was $70 million at December 31,2007 and $75 million at December 31,2006 
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N„ -5 pr0Ce??nls and ""vest'gations are pending involving the Company and certain of its subsidiaries. In accordance with SFAS 
^Contingencies, the Company records accruals for such contingencies when it is probable that a liability will be incurred and the 

amount of loss can be reasonably estimated. These matters involve antitrust, securities, patent infringement, pricing, sales and marketing practices 
mato^rfdescn^lSow3 matterS'COnSUmer fraud> ^oynent matters, product liability and insurance coverage. The most significant of these 

tieatio CaniT " t there Wi'1 "0t be an increase in 11,6 s00!56 of pending matters or that any future lawsuits, claims, proceedings or 
investigations will not be material. 

INTELLECTUAL PROPERTY 
PLAVIX* Litigation 

lwJ^^CS?^i!he ?°Tny'S larf^Produc' ra^ed * net saies-Net sales of PLAVIX* were approximately $4.8 billion for the year ended 
DT^VTYI ' «M'I u iv ' ^????.? December 31,2006 and $3.8 billion for the year ended December 31,2005, and U.S. net sales of 
j uY/'l thl^Mtinn A ^4°n,ln r06 ai?A A1!)'0"in 2005-1116 PLAVIX* patents are subject to a number of challenges in the U.S., 

? Apotex Inc. and Apotex Corp (Apotex) described below, and in other less significant markets for the product It is not possible 
reasonably to estimate the impact of these lawsuits on the Company. However, loss of market exclusivity of PLAVIX* and sustained generic competition 
3*r th£ ComPany s sal?s of PLAVIX*, results of operations and cash flows, and could be material to the C^S" Srial cStion 
and liquidity. The Company and its product partner, Sanofi, (the Companies) intend to vigorously pursue enforcement of their patent rights in PLAVIX*. 

PLAVIX* Litigation - United States 
Patent Infringement Litigation against Anotex and Related Matters 

• Preyiolf!y ^closed, the Company's U.S. territory partnership under its alliance with Sanofi is a plaintiff in a pending patent infringement lawsuit 
nr t Sv/f1" the U S-District Court for the Southern District of New York (District court) entitled Sanofi-Synthelabo, Sanofi-Synthelabo, Inc and 
Bnstol Myers Squibb Sanofi Pharmaceuticals Holding Partnership v. Apotex. The suit is based on U.S. Patent No. 4,847,265 (the '265 Patent) a 

f ' T"8 other tl™gYhe Imogen sulfate salt of clopidogrel, a medicine made available in the 
fV'»trr?A Companies as PLAVIX . Plaintiffs infringement position is based on Apotex's filing of their Abbreviated New Drug Application (aNDA) with 
the ^ratl^i^^id^and/or unenforceable. p gr bisulfate Pnor t0 the expiration of the composition of matter patent in 2011. Apotex has alleged that 

A „ „ As P^eV,°us'y discI°sed! March 2006. the Company and Sanofi announced that they had executed a proposed settlement agreement (the March 
Agreement) with Apotex to settle the ponding patent infringement lawsuit. In response to concerns expressed by the Federal Trade Commission (FTC) and 

the March Agreement (the Modified Agreement) in May 2006. In July 2006, the Companies announced that the 
Modified Apement had failed to receive required antitrust clearance from the state attorneys general. On August 8, 2006, Apotex launched a generic 

hnt ^ ^ ̂'strict court issued a Preliminary injunction ordering Apotex to halt sales of generic clopidogrel 
f fh ST? . 1.ts.cust°mers; 0n June 19.2007, the District court issued an opinion and order upholding the validity and 

raforceabihty of the 265 Patent, maintaining the mam patent protection for PLAVDC* in the U.S. until November 2011 The District court also ruled that 
.S g,enen.c elopidogrel bisulfate product infringed the '265 Patent and permanently enjoined Apotex from engaging in any activity that infringes the 

generic Prod?c,f i» "S until after the patent expires'fhe amo'unt of damagStil! be se^t aTaKe ApTx'7 
appeal of the District courts decision is pendmg before the U.S. Court of Appeals for the Federal Circuit with a hearing scheduled for March 2008 The 
thrmigatona^rconfinuing 'counterclalms brought by Apotex pending the outcome of the appeal. Activities relating to the damages phase of 

.mf.-,,. nSff;lSQpreVi°|USly d;sclosed'tbe Comply"® U.S. territory partnership under its alliance with Sanofi is also a plaintifTin three additional pending 
patent.infringement lawsuits against Dr. Reddy s Laboratories, Inc. and Dr. Reddy's Laboratories, LTD (Dr. Reddy's), Teva Pharmaceuticals USA Inc 
Januai^M 2008 Dr^^" (c°balt), all related to the '265 Patent. A trial date for the action against Dr. Reddy's has not been set. On ' 
rn^7nl i'o K - H y S, reCeVV?d -flnal aPPfoval of its aNDA. On January 24,2008, the court entered an order that requires Dr. Reddy's to give the 

H .tfyS n-Ce,°fi! m t ,0 launch: ̂  Patent infringement actions against Teva and Cobalt were stayed pending resolution of the 
acUons agreed to be bound by the outcome of the litigation against Apotex, although Teva and Cobalt can appeal 
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Consequently, on July 12,2007, the District court entered judgments against Cobalt and Teva and permanently enjoined Cobalt and Teva from engaging in 
any activity that infringes the '265 Patent until after the Patent expires. Cobalt and Teva have each filed an appeal. Each of Dr. Reddy's, Teva and Cobalt 
have filed an aNDA with the FDA, and all exclusivity periods and statutory stay periods under the Hatch-Waxman Act have expired. Accordingly, final 
approval by the FDA would provide each company authorization to distribute a generic clopidogrel bisulfate product in the U.S., subject to various legal 
remedies for which the Companies may apply including injunctive relief and damages. 

As previously disclosed, in March 2007, the Company was served with a Civil Investigative Demand by the FTC requesting documents and 
information related to the proposed settlement. In addition, as previously disclosed, in April 2007, the Company received a subpoena from the New York 
State Attorney General's Office — Antitrust Bureau for documents related to the proposed settlement. The Company is cooperating frilly with the 
investigations. It is not possible at this time reasonably to assess the outcomes of die investigations or their impact on the Company. 

As also previously disclosed, the Company's U.S. territory partnership under its alliance with Sanofi is a plaintiff in another pending patent 
infringement lawsuit instituted in the U.S. District Court for the District of New Jersey entitled Sanofi-Synthelabo, Sanofi-Synthelabo Inc. and 
Bristol-Myers Squibb Sanofi Pharmaceuticals Holding Partnership v. Watson Pharmaceuticals, Inc. and Watson Laboratories, Inc. (Watson). The suit was 
filed in October 2004 and was based on U.S. Patent No. 6,429,210 (the '210 Patent), which discloses and claims a particular crystalline or polymorph form 
of the hydrogen sulfate salt of clopidogrel, which is marketed as PLAVIX*. The case is in the discovery phase. In December 2005, the court permitted 
Watson to pursue its declaratory judgment counterclaim with respect to U.S. Patent No. 6,504,030. In January 2006, the Court approved the parties* 
stipulation to stay this case pending die outcome of the trial in the Apotex matter. In April 2007, Pharmastar filed a request for inter partes reexamination of 
the '210 Patent. The U.S. Patent and Trademark Office granted this request in July of 2007. Thus, the '210 Patent is currently under reexamination. 

It is not possible at this time reasonably to assess the outcomes of the appeal by Apotex of the District court's decision, or the other PLAVIX* patent 
litigations or the timing of any renewed generic competition for PLAVIX* from Apotex or additional generic competition for PLAVIX* from other 
third-party generic pharmaceutical companies. However, if Apotex were to prevail in an appeal of the patent litigation, the Company would expect to face 
renewed generic competition for PLAVIX* from Apotex promptly thereafter. Loss of market exclusivity for PLAVIX* and/or sustained generic 
competition would be material to the Company's sales of PLAVIX*, results of operations and cash flows, and could be material to the Company's financial 
condition and liquidity. Additionally, it is not possible at this time reasonably to assess the amount of damages that could be recovered by the Company and 
Apotex's ability to pay such damages in the event the Company prevails in Apotex's appeal of the District court decision. 

See "Antitrust Litigation", "Shareholder Derivative Actions" and "Securities Litigation" below for a further discussion of certain other U.S. litigations 
relating to PLAVIX*. 

PLAVIX* Litigation - International 
PLAVIX - Canada (Apotex. Inc.! 

As previously disclosed, Sanofi-Synthelabo and Sanofi-Synthelabo Canada Inc. instituted a prohibition action in the Federal Court of Canada against 
Apotex Inc. and the Minister of Health in response to a Notice of Allegation (NOA) from Apotex directed against Canadian Patent No. 1,336,777 (the '777 
Patent) covering clopidogrel bisulfate. Apotex's NOA indicated that it had filed an Abbreviated New Drug Submission (ANDS) for clopidogrel bisulfate 
tablets and that it sought approval (a Notice of Compliance) of that ANDS before the expiration of the '777 Patent, which is scheduled for August 12,2012. 
Apotex's NOA further alleged that the '777 Patent was invalid or not infringed. In March 2005, the Canadian Federal Court of Ottawa rejected Apotex's 
challenge to the Canadian PLAVIX* patent and held that the asserted claims are novel, not obvious and infringed, and granted Sanofi's application for an 
order of prohibition against the Minister of Health and Apotex. That order of prohibition precludes approval of Apotex's ANDS until the patent expires in 
2012, unless the Federal Court's decision is reversed on appeal. Apotex filed an appeal, which the Canadian Federal Court of Appeal heard on 
December 12-13, 2006. In December 2006, the Federal Court of Appeal dismissed Apotex's appeal and upheld the Federal Court's issuance of the order of 
prohibition. In February 2007, Apotex filed leave to appeal this decision to the Supreme Court of Canada. In July 2007, the Supreme Court of Canada 
granted Apotex leave to appeal the decision of the Canadian Federal Court of Appeal. BIOTECanada, the Canadian Generic Pharmaceutical Association 
and Canada's Research-Based Pharmaceutical Companies were granted leave to intervene. The oral hearing is scheduled for April 2008. 

As also previously disclosed, in April 2007, Apotex filed a lawsuit in Canada in the Ontario Superior Court of Justice entitled Apotex Inc. and Apotex 
Corp. v. Sanofi-Aventis, Sanofi-Synthelabo Inc., Bristol-Myers Squibb Company, and Bristol-Myers Squibb Sanofi Pharmaceuticals Holding Partnership, 
seeking a payment of $60 million, plus interest related to the break-up of the proposed settlement agreement. Defendants filed motions to dismiss on the 
grounds of forum non conveniens and subject matter jurisdiction. The motions were granted on January 14,2008. 
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PLAVIX* - Canada (Cobalt! 

... . As disclosed, Sanofi Mid Sanofi-Synthelabo Canada instituted a prohibition action in the Federal Court of Canada against Cobalt and the 
Mmister of Health m response to a NOA from Cobalt directed against the '777 Patent and Canadian Patent No. 2,334,870 (the '870 Patent) Cobalt's NOA 
indicated that it has filed an ANDS for clopidogrel bisulfate tablets and that it sought a Notice of Compliance for that ANDS before the expiration of the 
777 and 870 Patents. Cobalt alleged that the '777 Patent was invalid and that the '870 Patent was invalid and not infringed. The case has been staved 

pending the outcome of the Apotex appeal. 

PLAVIX*-Korea 

As previously disclosed, in June 2006, the Korean Intellectual Property Tribunal (KIPT) invalidated all claims of Sanofi's Korean Patent No 103 094 
including claims directed to clopidogrel and pharmaceutically acceptable salts and to clopidogrel bisulfate, and Sanofi appealed. In January 2008 die Patent' 
Court affirmed the KIPT decision. The Company and Sanofi are considering its options, including an appeal. Sanofi has also commenced infringement 
actions against generic pharmaceutical companies, several of which have launched a generic clopidogrel bisulfate product in Korea. It is not possible at this 
time reasonably to assess the outcome of these lawsuits or the impact on the Company. 

PLAVIX* - Australia 

As previously disclosed, Sanofi was notified that in August 2007, GenRx Proprietary Limited (GenRx) obtained regulatory approval of an application 
for clopidogrel bisulfate 75mg tablets in Australia. In August 2007, GenRx filed an application in the Federal Court of Australia seeking revocation of 
Sanofi s Australian Patent No. 597784 (Case No. NSD 1639 of2007). Sanofi filed counterclaims of infringement and sought an injunction On 
September 21,2007, the Australian court granted Sanofi's injunction and scheduled a trial date for April 2008. 

OTHER INTELLECTUAL PROPERTY LITIGATION 
ABILIFV* 

As previously disclosed, Otsuka has filed patent infringement actions against Teva, Barr Pharmaceuticals, Inc. (Ban), Sandoz Inc. (Sandoz) Synthon 
Laboratones, Inc (Synthon), Sun Pharmaceuticals (Sun) and Apotex relating to U.S. Patent No. 5,006,528, which covers aripiprazole and expires in October 
2014. Anpiprazole is remarketed by the Company and Otsuka in the U.S. as ABILIFY*. The lawsuits are cureently pending in the U.S. District Court for 
the District of New Jersey. 

It is not possible at this time reasonably to assess the outcome of these lawsuits or their impact on the Company. 

ERBITUX* 

Yeda Litigation 
In October 2003, Yeda Research and Development Company Ltd. (Yeda) filed suit against ImClone and Aventis Pharmaceuticals, Inc in Federal 

court claiming that three individuals associated with Yeda should be named as inventors of U.S. Patent No. 6,217,866 (the '866 Patent) which covers the 

therapeutic combination of any EGFR—specific monoclonal antibody and anti-neoplastic agents, such as chemotherapeutic agents, for use in treatment of 

cancer. In September 2006, following trial the Court issued an opinion and order in which it held that three researchers at Yeda were the sole inventors of 

the subject matter of the '866 Patent, and giving complete ownership of the patent to Yeda. ImClone has appealed. ImClone also filed a declaratory 

judgment action m the District court. The complaint alleged that if the Yeda researchers remain sole inventors of the '866 Patent the patent is invalid 

Under its commercial agreement with ImClone, the Company pays a royalty to ImClone on sales of ERBITUX* that was not impacted bv the Court's 

decision. J 

lo,, Pursuant to a settlement agreement executed by ImClone, Sanofi and Yeda announced on December 7,2007 to end worldwide litigation related to the 
866 Patent, Yeda and Sanofi granted ImClone a worldwide license under the '866 Patent, and the parties agreed that Yeda is the sole owner of the '866 

Patent in the U.S. and Yeda and Sanofi are co-owners of the '866 Patent foreign counterparts. The settlement agreement does not change ImClone's 
foyaty rate for ERBITUX* sales- Under its commercial agreement with ImClone, the Company pays a royalty to ImClone on sales of 

ERBITUX* that is not impacted by die settlement agreement. 
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that right t0'ice°se patent to others. Yeda's license of the patent to third parties could result in product competition for ERBITUX* 

11'!100 earA'y to ^ whether and to what extent any such competitive impact will ocSrorto«S mv sucSact 

ERBITUX^ eDSed ^ Pat6nt 40 AmgeD InC"(Amgen)- received approval to market L EGFRprochict SaSpet^Sr P 

Abbott Laboratories 

Sra'^beMO^mT"!}6111'!^^(hu^uant to setflement and sublicensing agreements executed by ImClone and Repligen Corporation (Repligen) MMuncetfon0' 
^?g pj£|, ^ edTv AbStrf liSS^i8 4oy®!ty~fte®; lrrevocabIe worldwide sublicense for die future use of other patented technology, including 
rf„, ° . , owne? py Abbott ant) licensed to Repligen under an agreement between Abbott and Repligen. The Company's commercial amemrnK with 

w n n m k r f ! " .  f ! °Jl'S'nnS PrrrS'rft t0 ™'Ch Cftam Randal consequences to the Company resulting from the settlement and sublicensing foments would be the responsibility of ImClone. The settlement and sublicensing agreements, however, do not end this lawsuit 8 agr ents 

It is not possible at this time to assess the outcome of this lawsuit or the potential impact on the Company. 

ORENCIA 

In January 2006, Repligen and the Regents of the University of Michigan filed a complaint against the Companv in the U S District Court for thp 

JlSSZt and fiilure odes of ORENCIA. A 

... fn August2006, Zymogenetics, Inc. filed a complaint against the Company in the U.S. District Court for the District of Delaware The comnlaint 

com8ment in 2009mPany manufaCtUre 211(1 sales * ORENCIA infringe U.S. Patents Nos. 5,843,725 and 6,018,026. Z t^l is now lxpectedT 

PRAVACHOI. 

the U ? nk^r^foV^p?',0' (V^); 1 si°jenian gf"eri? company that is wholly-owned by Novartis, filed suit against the Company and Watson in 
toe U.S. District Court for the Eastern District of Texas m Marshall, Texas. LEK's complaint alleges that the Company's sale of PI^VACHOl anH 

M d 7 0 7 8  5 5 8  T  P . a t e a t s  o f , L E K : 7 , 1 6  P a t e n t s  a r e  U . S .  P a t e n t s  N o s .  6 , 7 4 0 , 7 7 5 ,  i s s u e d  M a y  2 5 , 2 0 0 4  
^^.ssued July 18,2006. The Company filed an Answer to the Complaint m June 2007. The Company believes that it has a strone defense to 

this suit and intends to defend itself vigorously. The trial is scheduled to commence in August 2009. 

It is not possible at this time reasonably to assess the outcome of these lawsuits or their impact on the Company. 

GENERAL COMMERCIAL LITIGATION 
Clavworth Litigation 

December 2006 toe Court granted the Company and toe other manufacturers' motion for summary judgment based on the pass-on defenseandiud^nent 

was then entered m favor of defendants. In January 2007, a notice of appeal with respect to the jud^nemwas filed and renins pending Itisnot^fThle,. 

this tune reasonably to assess the outcome of this lawsuit or its impact on the Company in the event plaintiffs are successful on appeal 
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RxUSA Wholesale Litigation 

As previously disclosed, in July 2006, a complaint was filed by drug wholesaler RxUSA Wholesale, Inc. in the U.S. District Court for the 
District of New York against the Company, 15 other drug manufacturers, five drug wholesalers, two officers of defendant McKesson and a wholesale 
distribution industry trade group, RxUSA Wholesale, Inc. v. Alcon Labs., Inc., et al. The complaint alleges violations of Federal and New York antitrust 
laws, as well as various other laws. Plaintiff claims that defendants allegedly engaged in anti-competitive acts that resulted in the exclusion of plaintiff from 
the relevant market and seeks $586 million in damages before any trebling, and other relief. The Company, together with the other manufacturer defendants, 
filed a motion to dismiss the case in November 2006. That motion remains pending before the Court. It is not possible at this time reasonably to estimate the 
outcome of this lawsuit or the impact on the Company. 

ANTITRUST LITIGATION 
As previously disclosed, 18 lawsuits comprised of both individual suits and purported class actions have been filed against the Company in U.S. 

District Court, Southern District of Ohio, Western Division, by various plaintiffs, including pharmacy chains (individually and as assignees, in whole or in 
part, of certain wholesalers), various health and welfare benefit plans/funds and individual residents of various states. These lawsuits allege, among other 
things, that the purported settlement with Apotex of the patent infringement litigation violated the Sherman Act and related laws. Plaintiffs are seeking, 
among other things, permanent injunctive relief barring the Apotex settlement and/or monetary damages. The class actions filed on behalf of direct 
purchasers have been consolidated under the caption In re: Ptavix Direct Purchaser Antitrust Litigation, and the class actions filed on behalf of indirect 
purchasers have been consolidated under the caption In re: Plavix Indirect Pttrchaser Antitrust Litigation. Amended complaints were filed on October 19, 
2007. Defendants filed a consolidated motion to dismiss on December 11,2007. It is not possible at this time reasonably to assess the outcome of these 
lawsuits or their impact on the Company. 

SHAREHOLDER DERIVATIVE ACTIONS 
On July 31,2007, certain members of the Board of Directors, current and former officers and the Company were named in two derivative actions filed 

m the New York State Supreme Court, John Frank v. Peter Dolan, etal. (07-602580) and Donald Beebout v. Peter Dolan, etal. (07-602579) and one 
derivative action filed in the federal district court, Steven W. Sampson v. James D. Robinson, III, et al. (07-CV-6890). The complaints allege breaches of 
fiduciary duties for allegedly failing to disclose material information relating to efforts to settle the PLAVIX* patent infringement litigation with Apotex. 
Plaintiffs seek monetary damages on behalf of the Company, contribution and indemnification. By decision filed on December 13,2007, the state court 
granted motions to dismiss the complaints, Frank and Beebout, relating to certain members of the Board of Directors, but did not dismiss the complaints as 
to the former officers. The Company filed a motion to dismiss in the federal district court action, Sampson, which is pending. 

SECURITIES LITIGATION 
In Re Bristol-Mvers Souibb Co. Securities Litigation 

As previously disclosed, in June and July 2007, two putative class action complaints, Minneapolis Firefighters' Relief Assoc. v. Bristol-Myers Squibb 
Co., et al., 07 CV 5867 and Jean Lai v. Bristol-Myers Squibb Company, et al., were filed in the U.S. District for the Southern District of New York against 
the Company, the Company's former Chief Executive Officer, Peter Dolan and current Chief Financial Officer, Andrew Bonfield. The complaints allege 
violations of securities laws for allegedly failing to disclose material information relating to efforts to settle the PLAVIX* patent infringement litigation 
with Apotex. On September 20,2007, the Court dismissed the Lai case without prejudice, changed the caption of the case to In re Bristol-Myers Squibb, 
Co. Securities Litigation, and appointed Ontario Teachers' Pension Plan Board as lead plaintiff. On October 15,2007, Ontario Teachers' Pension Plan 
Board filed an amended complaint making similar allegations as the earlier filed complaints, but no longer naming Andrew Bonfield as a defendant 
Motions to dismiss have been filed. 

The Company intends to defend itself vigorously in this litigation. It is not possible at this time to reasonably assess the outcome of these lawsuits or 
the potential impact on the Company. 
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PRICING, SALES AND PROMOTIONAL PRACTICES LITIGATION AND INVESTIGATIONS 
As previously disclosed, the Company, together with a number of defendants, is a defendant in a number of private civil matters relating to its {Hieing 

practices. In addition, the Company, together with a number of other pharmaceutical manufacturers, has received subpoenas and other document requests 
from various government agencies seeking records relating to its pricing, sales, marketing practices and best price reporting. 

On September 28,2007, the Company, the Department of Justice (DOJ) and the Office of the U.S. Attorney for the District of Massachusetts finalized 
the previously disclosed agreement in principle to settle several investigations involving the Company's drug pricing, sales and marketing activities. The 
settlement agreement, which provides for a civil resolution, resolves matters that have been actively investigated by and discussed with the DOJ and the 
U.S. Attorney for the District of Massachusetts over a number of years, including matters relating to: (1) the pricing for certain products sold several years 
ago by a subsidiary, which had been reimbursed by governmental health care programs; 2) financial relationships between that subsidiary and certain 
customers and other entities; 3) certain consulting programs; 4) the promotion of ABILIFY* for unapproved indications; 5) the calculation of certain 
Medicaid rebates for SERZONE (nefazodone hydrochloride); and 6) the pricing for certain of the Company's products reimbursed by governmental health 
care programs. There will be no criminal charges against the Company with respect to those matters. Pursuant to the agreement, the Company agreed to pay 
$499 million plus interest to resolve the Federal and state claims, resulting in a total amount of approximately $516 million as of the settlement date. The 
Company has paid the federal portion of the global settlement, approximately $317 million plus interest. The state portion of the global settlement, 
approximately $182 million, plus interest, will not he disbursed unless and until the states approve the settlement. There can be no assurances that any or all 
states will approve the settlement In connection with the settlement, the Company has entered into a five-year Corporate Integrity Agreement with die 
Office of the Inspector General of the Department of Health and Human Services. The settlement only covers those matters outlined above, and the DOJ, 
the U.S. Attorney for the District of Massachusetts and the states have indicated that they may pursue other matters outside the scope of the setdement, and 
in that event, such matters could result in the assertion of civil and/or criminal claims. 

Also as previously disclosed, as a result of the agreement in principle, the Company had recorded aggregate reserves in the amount of $499 million 
plus interest for these matters. With payment of the federal portion of the global settlement now having been made, the remaining reserve at December 31, 
2007 was $182 million plus interest. If certain states choose not to participate, the amount reserved may not reflect eventual losses. 

It is not possible at this time reasonably to assess the outcome of any additional matters that the DOJ and the Office of the U.S. Attorney for the 
District of Massachusetts may pursue, or the potential impact on the Company. 

Lifigatjpn 

As previously disclosed, the Company, together with a number of other pharmaceutical manufacturers, is a defendant in private class actions, as well 
as suits brought by the attorneys general of numerous states, many New York counties, and the City of New York. In these actions, plaintiffs allege 
defendants caused the Average Wholesale Prices (AWPs) of their products to be inflated, thereby injuring government programs, entities and persons who 
reimbursed prescription drugs based on AWPs. Twelve state attorneys' general suits are pending in federal and state courts around the country. A case in 
Alabama state court is scheduled to be the first to proceed to trial in February 2008. One set of class actions, a suit by the Arizona attorney general and 
several suits filed by New York Counties and the City of New York, have been consolidated in the U.S. District Court for the District of Massachusetts 
(AWP MDL). The Court in the AWP MDL has certified three classes of persons and entities who paid for or reimbursed for seven of the Company's 
physician-administered drugs. In June 2007, in a non-jury trial in the AWP MDL, the Court found the Company liable for violations of Massachusetts' 
consumer protection laws with respect to certain oncology drugs for certain years and awarded damages in the amount of $183 thousand for Class 3 (private 
third-party payors) and instructed the parties to apply the Court's opinion to determine damages for Class 2 (Medigap insurers). In August, 2007, the Court 
found damages of $ 187 thousand for Class 2. The Company has appealed the June 2007 decision to the U.S. Court of Appeals for the First Circuit. As 
previously disclosed, in June 2007, the Company settled in principle the claims of Class 1 (Medicare Part B beneficiaries nationwide) for $13 million, plus 
half the costs of class notice up to a maximum payment of $ 1 million and the parties are finalizing the terms of the settlement. A bearing will be scheduled 
thereafter for preliminary approval of the Class 1 settlement. 

The Company has recorded reserves of $14 million for these matters. In accordance with GAAP, the reserve reflects the Company's estimate of 
probable loss with respect to these matters, assuming the settlement is finalized. If the settlement is not finalized, the amount reserved may not reflect 
eventual losses. It is not possible at this time reasonably to assess the outcome of the litigation matters described above, or their potential impact on the 
Company. 
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PRODUCT LIABILITY LITIGATION 
The Company is a party to various product liability lawsuits. In addition to lawsuits, the Company also faces unfiled claims involving other products. 

At this time, the Company does not believe that any of the on-going matters or the potential unfiled claims of which it is aware have the potential to result 
in a material effect on the Company's financial results or operations. 

ENVIRONMENTAL PROCEEDINGS 
As previously reported, the Company is a party to several environmental proceedings and other matters, and is responsible under various state. 

Federal and foreign laws, including the Comprehensive Environmental Response, Compensation and Liability Act, (CERCLA), for certain costs of 
investigating and/or remediating contamination resulting from past industrial activity at the Company's current or former sites or at waste disposal or 
reprocessing facilities operated by third parties. 

CERCLA Matters 

With respect to CERCLA matters for which the Company is responsible under various state, Federal and foreign laws, the Company typically 
estimates potential costs based on information obtained from the U.S. Environmental Protection Agency (EPA), or counterpart state agency and/or studies 
prepared by independent consultants, including the total estimated costs for the site and the expected cost-sharing, if any, with other 'potentially 
responsible parties", and the Company accrues liabilities when they are probable and reasonably estimable. As of December 31,2007, the Company 
estimated its share of the total future costs for these sites to be approximately $69 million, recorded as other liabilities, which represents the sum of best 
estimates or, where no simple estimate can reasonably be made, estimates of the minimal probable amount among a range of such costs (without taking into 
account any potential recoveries from other parties, which are not currently expected). 

Puerto Rico Air Emissions Civil Litigation 

As previously disclosed, the Company is one of several defendants in a class action suit filed in Superior Court in Puerto Rico relating to air 
emissions from a government-owned and operated wastewater treatment facility. The Court certified the class on August 9,2007 and on August IS, 2007 
the parties executed a global settlement agreement, resolving all claims in the litigation. A hearing to approve the settlement was held on October 26,2007. 
Under the terms of the settlement, certain measures, including capital improvements, will be implemented at the wastewater treatment facility to minimize 
the potential for future odor emissions. The Company's share of the payment to plaintiffs will be approximately $700 thousand. On November 6,2007, the 
court entered Final Judgment approving the settlement. This concludes the Company's involvement in the litigation, except for the Company's payment of 
its share of the cost of the capital improvements, which will be finalized in early 2008. 

Passaic River (NJ> Remediation and Natural Resource Damages Claims 

As previously disclosed, in September 2003, the New Jersey Department of Environmental Protection (NJDEP) issued an administrative enforcement 
Directive requiring the Company and other companies to perform an assessment of natural resource damages and to implement unspecified interim remedial 
measures to restore conditions in the Lower Passaic River (LPR). The Directive named the Company due to releases from a nearby bulk chemical 
reprocessing facility operated by a predecessor of McKesson Corp. Subsequently, the EPA issued a notice tetter to numerous parties, but not die Company, 
requesting performance of a Remedial Investigation/Feasibility Study (RI/FS) of conditions in the LPR. Under a consent agreement with EPA in 2004, a 
group of these other parties committed to pay roughly half of the $20 million estimated for the RI/FS by EPA at that time. The EPA thereafter substantially 
increased its estimate of the scope and cost of the RI/FS and, as a result, the EPA agreed to allow the group to perform most of the remaining RI/FS tasks. 
By the group's estimate, total costs to complete the RI/FS and related tasks now exceed $50 million. The group has negotiated an amended consent 
agreement with the EPA to conduct the remaining RI/FS work, which became effective in May 2007. As part of that deal, the Company and McKesson have 
bought out of remaining RI/FS tasks. 

Separately, the Company has agreed to pay approximately $110 thousand towards RI/FS tasks previously funded by McKesson and work 
cooperatively going forward. In addition, in mid-2007 the EPA announced plans to seek implementation of "early-action" remedial measures to address the 
most highly-contaminated portions of the LPR while the RI/FS is being completed. The EPA has indicated it expects to select any such actions early in 
2008. Also, a group of federal natural resource trustee agencies have proposed that the private party group enter into an agreement to assess natural resource 
damages in the LPR. The group expects to discuss the proposal with the trustees in the near future. The extent of any liability the Company may face for 
these and related requirements cannot yet be determined. 
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North Brunswick Townshin Board of Education 

™,r^Saf!w»0USi!y disclo,sed>9c.t0^er 2^, (he Company was contacted by counsel representing (he North Brunswick, NJ Board of Education (BOE) 

regarding a site where waste matenals from E.R. Squibb and Sons may have been disposed from the 1940's through the 1960's. Fill material containm.. 

1 ^ / In-S£ess ofres.'fetltia.1 standards was discovered during an expansion project at the North Brunswick Township High 

School, as well as at a number of neighboring residential properties and adjacent public park areas. In January 2004, the NJDEP sent the Comnanv and 

others an information request letter about possible waste disposal at the site, to which toe* Company respoS in M^h 2OO4 S012d ftS^ip 

who are the current owners of the schoolpropertyand the park, are conducting and jointly financing soil remediation work and ground water investigation' 

r a W P, apS!, a?ked die Company to contribute to the cost. Due to financial constraints, in late 2004 the BOE 

•. ,u , y contribute tods on an interim basis to assure uninterrupted performance of necessary site work. The Company continues to actively 

the r!fmmnv th? F1°ch,dlng lts coats; T° date, neither the school board nor the Township has asserted any claim against the Company. Instead, 

toe Company and toe local entities have negotiated an agreement to attempt to resolve toe matter by mediation; a central component of toe anticipate 

agreement is provision by the Company of mtenm funding to help defray cleanup costs. The agreement has been executed by all parties and toe Comnanv 

toconcludeb^toM008mtenm g payment m Januar> 2008- The parties have recently commenced work to prepare for mediation, which is expected 

OPS Regulatory Comnliance 

JlP^°Usll^SCl0S^^csEP^ 's investigating industrial and commercial facilities throughout the U.S. that use refrigeration equipment containing 

„Sl!?CeS 1 enforcing compliance with regulations governing the prevention, service and repair of leaks (ODS requirements) In 

2004, toe Company performed a voluntary «>rporate-wide audit at its facilities in toe U.S. and Puerto Rico that use ODS-containing refrigeration 

™ an repo* to fte EPA in November 2004, identifying potential violations of the ODS requirements at several of its 

Sl u m covered in the Company's audit report letter to the EPA, toe EPA previously sent the Company's wholly-owned 

Johnson, a requtstt for information regarding compliance with ODS requirements at its facility in Evansville, Indiana. The Company 

A PC2A ? ? requret m June 2004, and, as a result, identified potential violations at the Evansville facility. The Company currently is in discussions with 

n freS?ve toe potential violations discovered during toe audit and those identified as a result of toe EPA request for information to toe 

f dete"ninesthat <he Evansville facility, or any other facilities, was, or is, in violation of applicable ODS requirements, toe 

Company could be subject to penalties and/or be required to convert or replace refrigeration equipment to use non-ODS approved substitutes. 

MACT Compliance-Puerto Rico Facilities fBareeloneta and Himiac«M 

f, r;i; | AS pre.v'ousdisclosed, m March 2005 the Company commenced a voluntary environmental audit of the Barceloneta and Humacao, Puerto Rico 

Jacj'1'les t0 determine their compliance with EPA s regulations regarding toe maximum achievable control technology requirements for emissions of 

ha2ardous air pollutants from pharmaceuticals production (Pharmaceutical MACT). The Company submitted to EPA an audit report for the Humacao 
fflr!l!t>rThnr j Barceloneta facility in July 2005, which disclosed potential violations of the Pharmaceutical MACT requirements at both 
facilities. The Company and toe EPA are currently m discussions regarding resolution of this matter. 

WAGE & HOUR LITIGATION 
As previously disclosed, two putative class action complaints have been filed against the Company by former sales representatives. 

al V -rB:\S !0l-fyr ̂ bfo'npany et a'-iCaSe N™>»*RG07333147), filed in June 2007 in the Superior Court of the State of 

nvlrtw ™ ?• Y 7Alara.eda> the plainuff alleges that the Company violated California wage and hour laws by, among other things, not paying 

^ ̂  m!.and a puta',v,e,class °f similarly situated sales employees. PlaintifT filed an Amended Complaint on SeptembCT 24 2007 to 

add a cause of action for penalties under California Labor Code §2699, the Private Attorney General Act. California Labor Code §2699 allows a'plaintiff to 

Pr°V1S,0n °f Callfria Lab0r Code' 75% of which is Elected by the Labor and Workforce Development 

nS k , P baS 3 °De7ear s,atut® of limitations, and allows for the recovery of a penalty for each outstanding violation per pay 

p^'a"dc°u^ be interpreted to require a penalty per employee per pay period. On January 4,2008, the Court dismissed the Kin Fungmatter in ite 

entirety due to Mr. Fung s assertion that he did not wish to participate as plaintiff in toe matter. 

Amendo>a  ̂ Squibb Company, et al (Docket No. 07-CV-6088), filed in June 2007 in the District court, the plaintiff alleges 

™ Standards Act by, among other things, not paying overtime compensation to her and a putative class of 
similarly situated sales employees. The parties are currently engaged m preliminary discovery in the Amendola matter. 
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The Company intends to vigorously defend itself in these lawsuits. As the above matters are in the very early stages of litigation, it is not possible at 
this time reasonably to assess the outcome of the litigation matters described above, but it is not expected that their outcome would be material to the 
Company's results of operations and cash flows, or be material to its financial condition and liquidity. 

OTHER PROCEEDINGS 

SEC Germany Investigation 

As previously disclosed, in October 2004, the SEC notified the Company that it is conducting an informal inquiry into the activities of certain of the 
Company's German pharmaceutical subsidiaries and its employees and/or agents. On October 4,2006, the SEC informed the Company that its inquiry is 
now formal. The SEC's inquiry encompasses matters currently under investigation by the German prosecutor in Munich, Germany. The Company 
understands the inquiry and investigation concern potential violations of the Foreign Corrupt Practices Act and German law, respectively. The Company is 
cooperating with both the SEC and the German authorities. The Company has established an accrual which represents minimum expected probable losses 
with respect to the investigation by the German prosecutor. It is not possible at this time reasonably to assess die outcome of these investigations or then-
impact on the Company. 

Bari. Italy Investigation 

As previously disclosed, in January 2006, the Company was notified by the Prosecutor in the Bari region of Italy (Bari Prosecutor) that the Company 
was under investigation as a result of the activities of two of its employees in the region. The investigation also involved a number of doctors, pharmacists, 
pharmaceutical companies and their sales representatives. The main allegation was that the parties were engaged in a plan to defraud the National Health 
Service, and that the companies lacked appropriate compliance controls and/or processes and procedures to control the activities of their sales 
representatives. In February 2007, the Company and the Bari Prosecutor reached an agreement in principle to settle the matter. The agreement requires final 
approval by the Civil Court, and a final hearing in the matter should occur during 2008. The Company has paid an administrative fine in an amount which is 
not material to the Company. 

ConvaTec - Italy Investigation 

The Italian competition authorities investigated a complaint lodged by a hospital in the Ferrara region of Italy relating to an allegation that four 
medical device companies, including ConvaTec, boycotted tenders in 2003 and 2004 (the Ferrara tenders). ConvaTec responded to the allegations earlier 
this year. In May 2007, ConvaTec received a statement of objections from the Italian competition authorities, whereby the authorities alleged that four 
medical device companies, including ConvaTec, acted in a concerted manner with regard not only to the Ferrara tenders, but tenders or pricing discussions 
in three other regions and acted in such a way to prevent competition throughout Italy. A hearing on the matter was held in July 2007. In August 2007, the 
competition authorities issued their decision, and found that the four medical device companies had infringed Italian anti-trust law by not participating in 
the Ferrara tenders, and imposed a fine of €2,345,200 against ConvaTec. (As ConvaTec is a division of BMS Italy, the fine was imposed against BMS 
Italy). The fine is based on ConvaTec's market share and turnover in 2004. The other companies also were fined, but the amounts were smaller. ConvaTec 
has appealed the decision to the Administrative Court. A hearing on the appeal is expected in early or mid 2008, with a decision likely to issue soon 
thereafter. 

Note 23 SUBSEQUENT EVENTS 

In December 2007, the Company entered into a definitive agreement with Avista for the sale of its Medical Imaging business, for a purchase price of 
approximately $525 million in cash, subject to customary post-closing adjustments. The closing of the transaction was completed on January 7, 2008. The 
Company expects to recognize a pre-tax gain of approximately $20 million to $40 million ($30 million to $50 million loss net of tax) in the first quarter of 
2008, subject to the post-closing adjustments. 

On February 21,2008, the Company completed the sale and leaseback of an administrative facility in Paris, France for approximately €155 million. 
The Company expects to record a gain, of which the majority will be deferred and will reduce future lease rental costs over the lease period. 
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Dollars in Millions, except per share data 
2007: 
NelSales 
Gross Margin . 
NetEarnings/(Loss) from. Continuing Operations 
Net Earnings from Discontinued. Operations, net 
Net Earmngs/(Loss) 
Eamings per Common Share : 

Basic: . . _. . 
Net Earnings/(Loss) from Continuing Operations 
Net Earnings from Discontinued Operations, net 

Net Eamings/(Loss) per common share 

{JJ 

Ditutedw(3)TO: 
Net Eamings/(Loss) from Continuing (derations 
Net Earnings from Discontinued Operations, net 

Net Eamings/(Loss) per common share 

(5) 

First Quarter 

$ - . 4,317 
2,977 . 
3S4a. 

.47. 
69ft. 

. . . $  0.33 
0.02 

0.35 

0.33. 
0.02 

0.35 

SgsuuLQimtac 

$ 4,757 
3,265 

- 650— 
. . 56.. 

706 

0.33 
0.03 

0.36 

0.33 
0.03 

0.36 

Third Onartar 

$ . " 4,893 
.3,324... 

808 
.5.0 

.0.41 
0.02 

0.43 

0.41 
0.02 

0.43 

Fourth Quarter 

: $ VSjm'J.: 
3364 . 
-(133)-

— .. . 44 
- . m 

(0.07) 
0.02 

(0.05) 

(0,07) 
0.02 

(0.05) 

V*" 

$19348 
13,130 

-. 1,968 
197 

. 2,165 

$ -1.00 
o.io 

$ 1.10 

$ .039 
£tl0 

$ 1.09 

Cash and cash equivalents 
Marketable secur tie 

2006; 
Net Sales 
Gross Matgin . 
Net Eamings/(Loss) from Continuing Operations 
Net Earnings from Discontinued operations, net 
Net F,amings/(Loss) — 
Earnings per Common Share : 

Basic: 
Net Eamings/(Loss) from Continuing Operations 
Net Earnings from Discontinued Operations, net 

Net EamingsZ(Loss) per common share 

Diluted™3"*': 

Net Earnings/(Loss) from Continuing Chelations 
Net Earnings from Discontinued Operations, set 

Net Earnings/(Loss) per common share 

(5) 

(5) 

$' 

$ 

028 

2314 
. 1,798 

4,495 
3,079 

665 
49 

714 

034 
0.02 

0.36 

n I A  

0 02 

0.36 

3-

$ 

021 $—..-.021.. S. 
$ 1,647 $ 

031 $. .335 

2,379 
2,267 

4,703 
3,186 

621 
46 

667 

0.32 
Q.02 

0.34 

0.32 
t02, 

0.34 

1,647 
1,935 

4,001 
2390 

306 
32 

338 

0.16 
Oj01 

0.17 

0.16 
Ml 

0.17 

1,801 $ 1.801 
424 424 

4,0S7 
2,662 
(170) 

36 
(134) 

(0.09) 
0.02 

(0.07) 

$17256 
11317 
1,422 

163 
1,585 

$ 0.73 
0.08 

$ 0.81 

(0.09) $ 0.73 
0.02 0.08 

(0.07) $ 0.81 

Dividends declared per common share 

Cash and cash equivalents 
Marketable securities 

0.28 $ 

2,477 $ 
2304 

0.28 $ 

2,602 $ 
2,755 

028 

2,834 
2,671 

0.28 

2,018 
1,995 

(1) Earnings per share for the quarters may not add to the amounts for the year, as each period is computed on a discrete basis. 
(2) Common equivalent shares excluded from the computation of diluted earnings per share, because the effect would be anti-dihrtive, were as follows (m millions): 

$ 1.12 

$ 2,018 
1,995 

2007 
2006 

First Second Third 
Quarter Quarter Quarter 

116 85 84 
165 147 146 

Fourth 
Quarter Year 

185 107 
174 164 

(3) For the three months ended December 31,2007 and 2006, as a result of the net loss, basic and diluted loss per share are equal. 
(4) In 2007 and 2006, the 29 million weighted-average shares issuable, as well as $38 million and $35 million of interest expense, net of tax, on the conversion of convertible debt were 

not included in the diluted earnings per share calculation because they were anti-dilutive. 

140 



Table of Contents 
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(5) The Company recorded the following items in 2007 and 2006 that affected the comparability of results: 

MOT? 

Dollars in Millions 
Productivity Transformation Initiative: . _ 
Downsizing andstreamlining of worldwide operations-, .r . . I r IT 
Accelerated depreciation and asset impairment " 

- • • XCQS& "r>: 1. ,__7 """* "~" 

Other:, 
Litigation settlement 
Insurance recoveiy 
Product liability 
Upfront and milestone payments and acquired in-process research and development 
Auction rate securities impairment 
Downsizing and streamlining.of.worldwide operations 

Gain on sale of properties and product assets 

Income taxes on items above 
Change in estimate for taxes o: 

(Increase)/Decrease to Net Earnings from Continuing Operations 

7MA-

Litigation Matters: 
Pharmaceutical pricing and safe* 
Product liability 
Claim for damages 
Commercial litigations 
Insurance recovery 

Other: 
Debt retirement costs 
Accelerated depreciation, asset impairment and contract termination 
Upfront and milestone payments 
Downsizing and streamlining of worldwide operations 
Gain on sale of product asset 

Income taxes on items above 
Minority interest, net of taxes 
Change in estimate for taxes on prior year items 

(Increase)/Dccrease to Net Earnings from Continuing Operations 

First Second Third Fourth 
Quarter Quarter QuuifiC Quarter Year 

.. -.$& .as.'. -$. 145. ' SMS 
„ — — 110 . 110. 

.... - ...-. '.W 37 - 33 

- - — 292 292 
" — . 14 14 

— . . — .. (ii) — (11) 
—— 5 JO . 15' 
80 17 .. 60 .235 .. 392. 

. . T--V s. . . ' — 275 27a 
37 7. „ — — 44 
16 U 13 " - 54 100 

(26) (247) (9) (282) 

133 25 (176) 857 839 (4°) (5) 82 ._ (70) (33), 
(39) **— (39) 

$ 54 $ 20 S (94) $ 787 $767 

First Second Third Fourth 
Quarter Quarter Quarter Quarter Year 

M "T- $ _ $ —. $- 353 $353 
— — .. 11 — 11 
—• . 13 13 
40 04) (401 — (14) 

(21) •Mm. (9) (?) (37) 

19 (14) (38) 359 326 
«—». 220 . 220 

so 21 72 43 186 
18 — 17 35 70 
1 3 2 53 59 

(200) — — (200) 

012) 10 53 .710 661 
48 3 (5) (196) (150) 

(13) — 13 
39 — 39 

$ (77) $ 13 $ 100 $ 514 $550 

(6) All financial information reflects the Medical Imaging business as discontinued operations, see " - Note 5. Discontinued Operations and Assets Held for Sale." 
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Report of Independent Registered Public Accounting Firm 

To the Board of Directors and Stockholders of 
Bristol-Myers Squibb Company 

Decem^^ yi°,g ?T°Vida}el ba.lance sheets of Bristol-Myers Squibb Company and subsidiaries (the "Company") as of 

BB'SS 
We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United Stated TW atanrfarrl. 

r e q u i r e  t h a t  w e  p l a n  a n d  p e r f o r m  t h e  a u d i t  t o  o b t a i n  r e a s o n a b l e  a s s u r a n c e  a b o u t  w h e t h e V  t h e  f i n a n c i l l  i t a t S t s S e e  o f  m a t e r i a ? a n d i .  
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements An audit also includes assessing the 
that ouS"^^ by management'35 weU as evahlatinS «* oven.ll financial statement presentation, wf believe 

DecemLr^l°P7nn^nHC9hft^nS0lidred flnancia'stotements present fairly, in all material respects, the financial position of the Company as of 
B^erTnv acceDted in^he Unftert Stafp/^f1! of thelr °Pera,I0ns and their cash flows for the years then ended, in conformity with accounting principles 

^Comp^yo^MhMwiA^sm^Tti^theTetmOTer^vo"^3^6! ,0 f^^iowor apply any procedures to the 2005 consolidaUfoanriafs r̂n3 
2005 corSZISEfc £^ST!SSSk. adjUS,mentS and- aCCOrdmgly'we d0 not exPress an "Pinion or any other form of assurance on the 

InterDretatlonrF^Nn^S1'];!7 a"d21/° dle consolidated financial statements, the Company adopted Financial Accounting Standards Board 
"u 'S • 1 » ' j.CC0"ntmsM Uncertainty in Income Taxes-an interpretation ofFASB Statement No. 109 effective Januarv 1 2007 
. „ , °f P'Mncial Accounting Standards ( SFAS") No. 123(R), Share-Based Payment, effective January 1,2006, and SFAS No 158 Emnlovers' 
Decembe?3U2006 ' Postretirement Plans - an Amendment of FASB Statements No. 87, 88,106, and 132(R), effective 

^aYe als? nndited, in accordance with the standards of the Public Company Accounting Oversight Board (United States) the Comnanv's internal 
cKST f rClal rep°n ng as ofDecef^er 31,2007, based on the criteria established in In,Lai Coftr^nteg^F^iorit issuTbvthe 
ComXy'sterSo?ofcrTnS Commission and our report dated February 21,2008 expressed an unqualified opinion on the 

1st Deloitte & Touche LLP 

Deloitte & Touche LLP 
Parsippany, New Jersey 
February 21,2008 
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To the Board of Directors 
and Stockholders of 
Bristol—Myers Squibb Company: 

/s/ PricewaterhouseCoopers LLP 

PricewaterhouseCoopers LLP 
Philadelphia, PA 
March 13,2006 
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Item 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL DISCLOSURE. 
None. 

Item 9A. CONTROLS AND PROCEDURES. 
Evaluation of Disclosure Controls and Procedures 

As of December 31,2007, management carried out an evaluation, under the supervision and with the participation of its chief executive officer and 
chief financial officer, of the effectiveness of the design and operation of its disclosure controls and procedures as such term is defined under Exchange Act 
Rule 13a— 15(e). Based on this evaluation, management has concluded that as of December 31,2007, such disclosure controls and procedures were 
effective. 

Management's Report on Internal Control Over Financial Reporting 
Management is responsible for establishing and maintaining adequate internal control over financial reporting. Under the supervision and with the 

participation of management, including the chief executive officer and chief financial officer, management assessed the effectiveness of internal control 
over financial reporting as of December 31,2007 based on the framework in "Internal Control—Integrated Framework" issued by the Committee of 
Sponsoring Organizations of the Treadway Commission. Based on that assessment, management has concluded that the Company's internal control over 
finmcial reporting was effective at December 31,2007 to pro vide reasonable assurance regarding the reliability of its financial reporting and the preparation 
of its financial statements for external purposes in accordance with United States generally accepted accounting principles. Due to its inherent limitations, 
internal control over financial reporting may not prevent or detect misstatements. Also, projections of any evaluation of effectiveness to future periods are 
subject to the risk that controls may become inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures 
may deteriorate. 

Deloitte & Touche LLP, an independent registered public accounting firm, has audited the Company's financial statements included in this report on 
Form 10-K. and issued its report on the effectiveness of the Company's internal control over financial reporting as of December 31,2007, which is included 
herein. 

Changes in Internal Control Over Financial Reporting 
There were no changes in the Company's internal control over financial reporting during the quarter ended December 31,2007 that have materially 

affected, or are reasonably likely to materially affect, the Company's internal control over financial reporting. 

Item 9B. OTHER INFORMATION. 
None. 
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Report of Independent Registered Public Accounting Firm 

To the Board of Directors and Stockholders of 
Bristol-Myers Squibb Company 

We have audited the internal control over financial reporting of Bristol-Myers Squibb Company and subsidiaries (the "Company") as of 
December 31,2007, based on criteria established in Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the 
Treadway Commission. The Company's management is responsible for maintaining effective internal control over financial reporting and for its assessment 
of the effectiveness of internal control over financial reporting. Our responsibility is to express an-opinion on the Company's internal control over financial 
reporting based on our audit. 

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards 
require that we plan and perform the audit to obtain reasonable assurance about whether effective internal control over financial reporting was maintained in 
all material respects. Our audit included obtaining an understanding of internal control over financial reporting, assessing the risk that a material weakness 
exists, testing and evaluating the design and operating effectiveness of internal control based on the assessed risk, and performing such other procedures as 
we considered necessary in the circumstances. We believe that our audit provides a reasonable basis for our opinion. 

A company's internal control over financial reporting is a process designed by, or under the supervision of, the company's principal executive and 
principal financial officers, or persons performing similar functions, and effected by the company's board of directors, management, and other personnel to 
provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance 
with generally accepted accounting principles. A company's internal control over financial reporting includes those policies and procedures that (1) pertain 
to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the company; 
(2) provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance with generally 
accepted accounting principles, and that receipts and expenditures of the company are being made only in accordance with authorizations of management 
and directors of the company; and (3) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition 
of the company's assets that could have a material effect on the financial statements. 

Because of the inherent limitations of internal control over financial reporting, including the possibility of collusion or improper management override 
of controls, material misstatements due to error or fraud may not be prevented or detected on a timely basis. Also, projections of any evaluation of the 
effectiveness of the internal control over financial reporting to future periods are subject to the risk that the controls may become inadequate because of 
changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate. 

In our opinion, the Company maintained, in all material respects, effective internal control over financial reporting as of December 31,2007, based on 
the criteria established in Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission. 

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the consolidated 
financial statements and financial statement schedule as of and for the year ended December 31,2007 of the Company and our report dated February 21, 
2008 expressed an unqualified opinion on those financial statements and financial statement schedule and included an explanatory paragraph regarding die 
Company's adoption of Financial Accounting Standards Board Interpretation ("FIN") No. 48, Accounting for Uncertainty in Income Taxes - an 
interpretation ofFASB Statement No. 109, effective January 1, 2007. 

/s/ Deloitte & Touche LLP 

Deloitte & Touche LLP 
Parsippany, New Jersey 
February 21,2008 
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PART III 
Item 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT. 

(a) Reference is made to the 2008 Proxy Statement to be filed on or about March 21,2008 with respect to the Directors of the Registrant, which is 
incorporated herein by reference and made a part hereof in response to the information required by Item 10. 

(b) The information required by Item 10 with respect to the Executive Officers of the Registrant has been included in Part IA of this Form 10-K in 
reliance on General Instruction G of Form 10-K and Instruction 3 to Item 401(b) of Regulation S-K. 

Item 11. EXECUTIVE COMPENSATION. 
Reference is made to the 2008 Proxy Statement to be filed on or about March 21,2008 with respect to Executive Compensation, which is 

incorporated herein by reference and made a part hereof in response to die information required by Item 11. 

Item 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED STOCKHOLDER 
MATTERS. 

Reference is made to the 2008 Proxy Statement to be filed on or about March 21,2008 with respect to the security ownership of certain beneficial 
owners and management, which is incorporated herein by reference and made a part hereof in response to the information required by Item 12. 

Item 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS. 
Reference is made to the 2008 Proxy Statement to be filed on or about March 21,2008 with respect to certain relationships and related transactions, 

which is incorporated herein by reference and made a part hereof in response to the information required by Item 13. 

Item 14. AUDITOR FEES. 
Reference is made to the 2008 Proxy Statement to be filed on or about March 21,2008 with respect to auditor fees, which is incorporated herein by 
reference and made a part hereof in response to the information required by Item 14. 
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PART IV 

Item 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULE, AND REPORTS ON FORM 8-K. 
(a) 

Page 
Nnmher 

1. Consolidated Financial Statements 
Consolidated Statements of Earnings 85 
Consolidated Statements of Comprehensive Income and Retained Earnings 86 
Consolidated Balance Sheets 87 
Consolidated Statements of Cash Flows 88 
Notes to Consolidated Financial Statements 89-141 
Reports of Independent Registered Public Accounting Firms 142-143 

2. Financial Statement Schedule 
Valuation and Qualifying Accounts 156 

All other schedules not included with this additional financial data are omitted because they are not applicable or the required information is included 
in the financial statements or notes thereto. 

3. Exhibit Index 

The Exhibits listed below are identified by numbers corresponding to the Exhibit Table of Item 601 of Regulation S-K. The Exhibits designated by 
two asterisks (**) are management contracts or compensatory plans or arrangements required to be filed pursuant to Item 15. An asterisk (*) in die Page 
column indicates that the Exhibit has been previously filed with the Commission and is incorporated herein by reference. Unless otherwise indicated, all 
Exhibits are part of Commission File Number 1—1136. 

Rrhlfirt Ma Description Page No. 

3a. Amended and Restated Certificate of Incorporation of Bristol-Myers Squibb Company (incorporated herein by 
reference to Exhibit 3a to the Form 10-Q for the quarterly period ended June 30,2005). 

3b. Bylaws of Bristol-Myers Squibb Company, as amended as of February 11,2008 (incorporated herein by reference to 
Exhibit 3.1 to Form 8-K dated February 11,2008 and filed on February 15,2008). 

4a. Letter of Agreement dated March 28, 1984 (incorporated herein by reference to Exhibit 4 to Form 10-K for the 
fiscal year ended December 31, 1983). 

4b. Indenture, dated as of June 1, 1993, between Bristol-Myers Squibb Company and JPMorgan Chase Bank (as 
successor trustee to The Chase Manhattan Bank (National Association)) (incorporated herein by reference to Exhibit 
4.1 to the Form 8-K dated May 27, 1993, and filed on June 3, 1993). 

4c. Form of 7.15% Debenture due 2023 of Bristol-Myers Squibb Company (incorporated herein by reference to Exhibit 
4.2 to the Form 8-K dated May 27,1993, and filed on June 3,1993). 

4d. Form of 6.80% Debenture due 2026 of Bristol-Myers Squibb Company (incorporated herein by reference to Exhibit 
4e to the Form 10-K for the fiscal year ended December 31,1996). 

4e. Form of 6.875% Debenture due 2097 of Bristol-Myers Squibb Company (incorporated herein by reference to 
Exhibit 4f to the Form 10-Q for the quarterly period ended September 30, 1997). 

4f. Third Supplemental Indenture, dated August 18,2003, between Bristol-Myers Squibb Company and JPMorgan 
Chase Bank, as Trustee, to the indenture dated June 1,1993 (incorporated herein by reference to Exhibit 4k to the 
Form 10-Q for the quarterly period ended September 30,2003). 

4g. Form of 4.00% Senior Note due 2008 (incorporated herein by reference to Exhibit 4n to the Form 10-Q for the 
quarterly period ended September 30,2003). 

4h. Form of 5.25% Senior Note due 2013 (incorporated herein by reference to Exhibit 4o to the Form 10-Q for the 
quarterly period ended September 30,2003). 

4i. Indenture, dated October 1,2003, between Bristol-Myers Squibb Company, as Issuer, and JPMorgan Chase Bank, 
as Trustee (incorporated herein by reference to Exhibit 4q to the Form 10-Q for the quarterly period ended 
September 30,2003). 

4j. Form of Floating Rate Convertible Senior Debenture due 2023 (incorporated herein by reference to Exhibit 4s to the 
Form 10-Q for the quarterly period ended September 30,2003). 

4k. Specimen Certificate of Common Stock (incorporated herein by reference to Exhibit 4s to the Form 10-K for the 
fiscal year ended December 31,2003). 
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41. Specimen Certificate of Convertible Preferred Stock (incorporated herein by reference to Exhibit 4s to the Form 10-K for the 
fiscal year ended December 31,2003). 

4m. Form of Fourth Supplemental Indenture between Bristol-Myers Squibb Company and The Bank of New York, as Trustee, to the 
indenture dated June 1,1993 (incorporated herein by reference to Exhibit 4r the Form 8-K dated November 20,2006 and filed 
November 27,2006). 

4n. Form of 5.875% Notes due 2036 (incorporated herein by reference to Exhibit 4s the Form 8-K dated November 20,2006 and filed 
November 27,2006). 

4o. Form of4.375% Notes due 2016 (incorporated herein by reference to Exhibit 4t the Form 8-K dated November 20,2006 and filed 
November 27,2006). 

4p. Form of4.625% Notes due 2021 (incorporated herein by reference to Exhibit 4u the Form 8-K dated November 20,2006 and filed 
November 27,2006). 

10a. $2,000,000,000 Five Year Competitive Advance and Revolving Credit Facility Agreement dated as of December 21,2006 among 
Bristol-Myers Squibb Company, the borrowing subsidiaries, the lenders named in the agreement, Bank of America, N.A. as 
syndication agent, and JPMorgan Chase Bank and Citicorp North America, Inc., as administrative agents (incorporated herein by 
reference to Exhibit 10.1 to the Form 8-K dated December 21, 2006 and filed December 27,2006). 

10b. SEC Consent Order (incorporated herein by reference to Exhibit 10s to the Form 10-Q for the quarterly period ended September 
30,2004). 

10c. General Contract of Indemnity dated August 17,2006 between Bristol-Myers Squibb Company and Travelers Casualty and Surety 
Company of America (incorporated herein by reference to Exhibit 1 Obb to the Form 8-K dated August 31,2006 and filed 
September 5,2006). 

lOd. Registered Pledge and Master Security Agreement dated August 17,2006 between Bristol-Myers Squibb Company and Travelers 
Casualty and Surety Company of America (incorporated herein by reference to Exhibit 1 Occ to the Form 8-K dated August 31, 
2006 and filed September 5,2006). 

1 Oe. Control Agreement dated August 18,2006 among Bristol-Myers Squibb Company, Travelers Casualty and Surety Company of 
America and Smith Barney Inc. (incorporated herein by reference to Exhibit lOdd to the Form 8-K dated August 31,2006 and 
filed September 5,2006). 

I Of. Letter Agreement dated August 18,2006 between Bristol-Myers Squibb Company and Travelers Casualty and Surety Company of 
America (incorporated herein by reference to Exhibit lOee to the Form 8-K dated August 31,2006 and filed September 5,2006). 

* * 1 Og. Bristol-Myers Squibb Company 1997 Stock Incentive Plan, effective as of May 6,1997 and as amended effective July 17,2002 
(incorporated herein by reference to Exhibit 10a to the Form 10-Q for the quarterly period ended June 30,2002). 

**1 Oh. Bristol-Myers Squibb Company 2002 Stock Incentive Plan, effective as of May 7,2002 and as amended effective January 23, 
2007 (incorporated herein by reference to Exhibit 10b to the Form 10-K for the fiscal year ended December 31,2006). 

**10i. Bristol-Myers Squibb Company 2007 Stock Aware and Incentive Plan, effective as of May 1,2007 (incorporated herein by 
reference to Exhibit B to the 2007 Proxy Statement dated March 22,2007). 

** 1 Oj. Bristol-Myers Squibb Company TeamShare Stock Option Plan, as amended and restated effective September 10, 2002 
(incorporated herein by reference to Exhibit 10c to the Form 10-K for the fiscal year ended December 31,2002). 

**10k. Form of Non-Qualified Stock Option Agreement under the 2002 Stock Award and Incentive Plan (incorporated herein by 
reference to Exhibit 10s to the Form 10-K for the fiscal year ended December 31,2005). 
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Form of Non-Qualified Stock Option Agreement under the 2007 Stock Award and Incentive Plan (incorporated herein by 
reference to Exhibit 10s to the Form 10-Q for the quarterly period ended March 31,2007). 

Form of Restricted Stock Award Agreement under the 2002 Stock Award and Incentive Plan (incorporated herein by reference to 
Exhibit 1 Ot to the Form 10-K for the fiscal year ended December 31,2005). 

Form of Performance Shares Agreement for the 2006-2008 Performance Cycle (incorporated herein by reference to Exhibit lOu 
to the Form 10-K for the fiscal year ended December 31,2005). 

Form of Performance Shares Agreement for the 2007-2009 Performance Cycle (incorporated herein by reference to Exhibit 10.1 
to the Form 10-Q for the quarterly period ended June 30,2007). 

Form of Performance Shares Agreement for the 2008-2010 Performance Cycle (incorporated herein by reference to Exhibit 10.1 
to the Form 10-Q for the quarterly period ended September 30,2007). 

Form of Restricted Stock Units Agreement under the 2002 Stock Award and Incentive Plan (incorporated herein by reference to 
Exhibit 1 Ov to the Form 10-K for the fiscal year ended December 31,2006). 

Form of Restricted Stock Units Agreement under the 2007 Stock Award and Incentive Plan (incorporated herein by reference to 
Exhibit lOt to the Form 10-Q for the quarterly period ended March 31,2007). 

Bristol—Myers Squibb Company Performance Incentive Plan, as amended (as adopted, incorporated herein by reference to Exhibit 
2 to the Form 10-K for the fiscal year ended December 31, 1978; as amended as of January 8,1990, incorporated herein by 
reference to Exhibit 19b to the Form 10-K for fee fiscal year ended December 31,1990; as amended on April 2,1991, 
incorporated herein by reference to Exhibit 19b to fee Form 10—K for fee fiscal year ended December 31,1991; as amended 
effective January 1,1994, incorporated herein by reference to Exhibit lOd to the Form 10-K for the fiscal year ended December 
31, 1993; and as amended effective January 1,1994, incorporated herein by reference to Exhibit lOd to the Form 10-K for fee 
fiscal year ended December 31,1994). 

Bristol-Myers Squibb Company Executive Performance Incentive Plan (effective January 1, 1997 and incorporated herein by 
reference to Exhibit 10b to the Form 10-K for fee fiscal year ended December 31,1996). 

Bristol-Myers Squibb Company Executive Performance Incentive Plan (effective January 1,2003 and incorporated herein by 
reference to Exhibit D to fee 2003 Proxy Statement dated April 4,2003). 

Bristol-Myers Squibb Company 2007 Senior Executive Performance Incentive Plan (effective May 1,2007 and incorporated 
herein by reference to Exhibit C to the 2007 Proxy Statement dated March 22,2007). 

Benefit Equalization Plan of Bristol-Myers Squibb Company and its Subsidiary or Affiliated Corporations Participating in fee 
Bristol-Myers Squibb Company Retirement Income Plan or fee Bristol-Myers Squibb Puerto Rico, Inc. Retirement Income Plan, 
as amended (as amended and restated as of January 1,1993, as amended effective October 1, 1993, incorporated herein by 
reference to Exhibit lOe to fee Form 10-K for fee fiscal year ended December 31,1993; and as amended effective February 1, 
1995, incorporated herein by reference to Exhibit lOe to fee Form 10-K for fee fiscal year ended December 31,1996). 
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**I Ox. Benefit Equalization Plan of Bristol-Myers Squibb Company and its Subsidiary or Affiliated Corporations Participating in the 
Bristol-Myers Squihb Company Savings and Investment Program, as amended and restated effective as of January 1,1996 
(incorporated herein by reference to Exhibit lOh to the Form 10-K for the fiscal year ended December 31,2001). 

* * I Oy. Squibb Corporation Supplementary Pension Plan, as amended (as previously amended and restated, incorporated herein by 
reference to Exhibit 19g to the Form 10-K for the fiscal year ended December 31,1991; as amended as of September 14,1993 
and incorporated herein by reference to Exhibit lOg to the Form 10-K for the fiscal year ended December 31,1993). 

* * 1 Oz. Senior Executive Severance Plan, effective as of April 26,2007 (incorporated herein by reference to Exhibit 10.2 to the Form 
8-K dated April 24,2007 and filed on April 27,2007). 

**10aa. Letter Agreement dated October 31,2006 between James M. Cornelius and Bristol—Myers Squibb Company (incorporated herein 
by reference to Exhibit 10.1 to the Form 8-K dated October 31,2006 and filed November 3,2006). 

•lObb. Letter Agreement dated April 26,2007 between James M. Cornelius and Bristol-Myers Squibb Company (incorporated herein bv 
reference to Exhibit 10.1 to the Form 8-K dated April 24, 2007 and filed on April 27,2007). 

** 1 Occ. Aircraft Time Sharing Agreement dated as of July 31,2007 between James M. Cornelius and Bristol-Myers Squibb Company 
(incorporated herein by reference to Exhibit 10.2 to the Form 10-Q for the quarterly period ended June 30,2007). 

**10dd. Letter Agreement dated February 12,2008 between James M. Cornelius and Bristol-Myers Squibb Company (incorporated 
herein by reference to Exhibit 10.1 to the Form 8-K dated February 11,2008 and filed on February 15,2008. 

**10ee. Letter Agreement effective September 20,2005 and addendum effective October 31,2005 between Lamberto Andreotti and the 
Company (incorporated herein by reference to Exhibit 10.2 to the Form 8-K dated December 5,2006 and filed on December 11, 
2006). ' 

**10ff. Form of Agreement entered into between the Registrant and each of the named executive officers and certain other executives E-I0-1 
effective January 1,2008 (filed herewith). 

** 1 Ogg. Bristol-Myers Squibb Company Retirement Income Plan for Non-Employee Directors, as amended to March 5,1996 
(incorporated herein by reference to Exhibit 1 Ok to the Form 10-K for the fiscal year ended December 31, 1996). 

**10hh. Bristol-Myers Squibb Company 1987 Deferred Compensation Plan for Non-Employee Directors, as amended to January 10, 
2006 (incorporated herein by reference to Exhibit 101 to the Form 10-K for the fiscal year ended December 31,2005). 

** I Oii. Bristol-Myers Squibb Company Non-Employee Directors' Stock Option Plan, as amended (as approved by the Stockholders on 
May 1,1990, incorporated herein by reference to Exhibit 28 to Registration Statement No. 33-38587 on Form S-8; as 
May 7, 1991, incorporated herein by reference to Exhibit I9c to the Form 10-K for the fiscal year ended December 31,1991) as 
amended January 12, 1999 (incorporated herein by reference to Exhibit 10m to the Form 10-K for the fiscal vear ended 
December 31, 1998). 

**10jj. Bristol-Myers Squibb Company Non-Employee Directors' Stock Option Plan, as amended (as approved by the Stockholders on 
May 2,2000, incorporated herein by reference to Exhibit A to the 2000 Proxy Statement dated March 20,2000.) 

**l°kk. Squibb Corporation Deferral Plan for Fees of Outside Directors, as amended (as adopted, incorporated herein by reference to 
Exhibit lOe Squibb Corporation 1991 Form 10-K for the fiscal year ended December 31, 1987, File No. 1-5514; as amended 
effective December 31, 1991 incorporated herein by reference to Exhibit 10m to the Form 10-K for the fiscal vear ended 
December 31, 1992). 

**1011. Restricted Stock Units Agreement with James D. Robinson III, effective as of June 15,2005 and as amended on July 13,2005 
(incorporated herein by reference to Exhibit lOx to the Form 10-Q for the quarterly period ended June 30,2005). 

• 10mm. Amendment to all of the Company's plans, agreements, legal documents and other writings, pursuant to action of the Board of 
Directors on October 3,1989, to reflect the change of the Company's name to Bristol-Myers Squibb Company (incorporated 
herein by reference to Exhibit lOv to the Form 10-K for the fiscal year ended December 31, 1989). 

12. Statement re computation of ratios (filed herewith). E-12-1 

21. Subsidiaries of the Registrant (filed herewith). E-21 -1 

23a. Consent of Deloitte & Touche LLP (filed herewith). jj-23-I 

23b. Consent of PricewalerhouseCoopers LLP (filed herewith) E-23-2 

31 a. Section 302 Certification Letter (filed herewith). g_3 j _ j 

31b. Section 302 Certification Letter (filed herewith). E-31-2 

32a. Section 906 Certification Letter (filed herewith). E-32-1 

32b. Section 906 Certification Letter (filed herewith). E-32-2 

* Indicates, in this Form 10-K, brand names of products, which are registered trademarks not owned by the Company or its subsidiaries ERBITUX is a 
trademark of ImClone Systems Incorporated; AVAPRO/AVALIDE (known in the EU as APROVEL/KARVEA), ISCOVER and PLAVIX are 
trademarks of Sanofi-Aventis.; ABILIFY is a trademark of Otsuka Pharmaceutical Co., Ltd.; TRUVADA is a trademark of Gilead Sciences Inc • 
EMSAM rs a trademark of Somerset Pharmaceuticals, Inc.; BUFFERIN, EXCEDRIN and GLEEVEC are trademarks of Novartis AG* ATRIPLA is a 
trademark of Bristol-Myers Squibb and Gilead Sciences, LLC; DOVONEX is a trademark of Leo Pharma A/S; NORVIR is a trademark of Abbott 
Laboratories. 
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SIGNATURES 

Pursuant to the requirements of Section 13 or 15 (d) of the Securities Exchange Act of 1934, the Registrant has duly caused this Report to be signed 
on its behalf by the undersigned, thereunto duly authorized. 

BRISTOL-MYERS SQUIBB COMPANY (Registrant) 
By /s/-Tames M fnpMiri mc 

James M, Cornelius 
Chairman of the Board and ChiefExecutive Officer 

Date: February 21,2008 

Pursuant to the requirements of the Securities Exchange Act of 1934, this Report has been signed below by the following persons on behalf of the 
Registrant and in the capacities and on the dates indicated. 

Signatyrv 

/s/TAMES M PramEinis 
(James M. Cornelius) 

Id AunpFW P t Rnucrpr r. 
(Andrew R.J. Bonfield) 

Kl TNSPPH C rAITMPETIA 
(Joseph C. Caldarella) 

Id T EW1S R PAMPEEII 
(Lewis B. Campbell) 

/s/Trans ' FPEEU 
(Louis J. Freeh) 

/S/IAIIPIEH R.MMRAIEP M N 
(Laurie H. Glimcher, M.D.) 

/S/MT<-HAEI AEI-IBSTETM 
(Michael Grobstein) 

ys/T FIE TnHAMSsras 
(Leif Johansson) 

/S/ AL AM T T AFV 
(Alan J. Lacy) 

/s/ TAMES N RnRnssras ITT 
(James D. Robinson III) 

/S/ VIRVI T RATH PN N 
(Vicki L. Sato, Ph.D.) 

/^/ Torn D Wfqt Tp 
(Togo D. West, Jr.) 

/s/R SAEIHEPS WIMIAMS Mn 
(R. Sanders Williams, M.D.) 

Title 

Chairman of the Board and 
Chief Executive Officer 
(Principal Executive Officer) 

Chief Financial Officer 
(Principal Financial Officer) 

Vice President and Controller 
(Principal Accounting Officer) 

Director 

Director 

Director 

Director 

Director 

Director 

Director 

Director 

Director 

Director 
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Date 

February 21,2008 

February 21,2008 

February 21,2008 

February 21,2008 

February 21,2008 

February 21,2008 

February 21,2008 

February 21,2008 

February 21,2008 

February 21,2008 

February 21,2008 

February 21,2008 

February 21,2008 
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EXHIBIT INDEX 
The Exhibits listed below are identified by numbers corresponding to the Exhibit Table of Item 601 of Regulation S-K. The Exhibits designated by 

two asterisks (**) are management contracts or compensatory plans or arrangements required to be filed pursuant to Item IS. An asterisk (*) in the Page 
column indicates that the Exhibit has been previously filed with the Commission and is incorporated herein by reference. Unless otherwise indicated, all 
Exhibits are part of Commission File Number 1-1136. 

ir.YliihIt Na Description Paw- Nn. 

3 a. Amended and Restated Certificate of Incorporation of Bristol-Myers Squibb Company (incorporated herein by reference to 
Exhibit 3a to the Form 10-Q for the quarterly period ended June 30,2005). 

3b. Bylaws of Bristol-Myers Squibb Company, as amended as of February 11,2008 (incorporated herein by reference to Exhibit 
3.1 to Form 8-K dated February 11,2008 and filed on February 15,2008). 

4a. Letter of Agreement dated March 28, 1984 (incorporated herein by reference to Exhibit 4 to Form 10-K for the fiscal year 
ended December 31,1983). 

4b. Indenture, dated as of June 1, 1993, between Bristol-Myers Squibb Company and JPMorgan Chase Bank (as successor trustee 
to The Chase Manhattan Bank (National Association)) (incorporated herein by reference to Exhibit 4.1 to the Form 8-K dated 
May 27,1993, and filed on June 3,1993). 

4c. Form of 7.15% Debenture due 2023 of Bristol-Myers Squibb Company (incorporated herein by reference to Exhibit 4.2 to the 
Form 8-K dated May 27, 1993, and filed on June 3, 1993). 

4d. Form of 6.80% Debenture due 2026 of Bristol-Myers Squibb Company (incorporated herein by reference to Exhibit 4e to the 
Form 10-K for the fiscal year ended December 31,1996). 

4e. Form of 6.875% Debenture due 2097 of Bristol-Myers Squibb Company (incorporated herein by reference to Exhibit 4f to the 
Form 10-Q for the quarterly period ended September 30,1997). 

4f. Third Supplemental Indenture, dated August 18,2003, between Bristol-Myers Squibb Company and JPMorgan Chase Bank, as 
Trustee, to the indenture dated June 1,1993 (incorporated herein by reference to Exhibit 4k to the Form 10-Q for the quarterly 
period ended September 30,2003). 

4g. Form of 4.00% Senior Note due 2008 (incorporated herein by reference to Exhibit 4n to the Form 10-Q for the quarterly period 
ended September 30,2003). 

4h. Form of 5.25% Senior Note due 2013 (incorporated herein by reference to Exhibit 4o to the Form 10-Q for the quarterly period 
ended September 30,2003). 

4i. Indenture, dated October 1,2003, between Bristol-Myers Squibb Company, as Issuer, and JPMorgan Chase Bank, as Trustee 
(incorporated herein by reference to Exhibit 4q to the Form 10-Q for the quarterly period ended September 30,2003). 

4j. Form of Floating Rate Convertible Senior Debenture due 2023 (incorporated herein by reference to Exhibit 4s to the Form 
10-Q for the quarterly period ended September 30,2003). 

4k. Specimen Certificate of Common Stock (incorporated herein by reference to Exhibit 4s to the Form 10-K for the fiscal year 
ended December 31,2003). 
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41. Specimen Certificate of Convertible Prefeired Stock (incorporated herein by reference to Exhibit 4s to the Form 10-K for the fiscal 

year ended December 31,2003). 

4m. Form of Fourth Supplemental Indenture between Bristol-Myers Squibb Company and The Bank of New York, as Trustee, to the 

indenture dated June 1, 1993 (incorporated herein by reference to Exhibit 4r the Form 8-K dated November 20,2006 and filed 
November 27,2006). 

4a Form of 5.875% Notes due 2036 (incorporated herein by reference to Exhibit 4s the Form 8-K dated November 20,2006 and filed 
November 27,2006). 

4o. Form of4.375% Notes due 2016 (incoiporated herein by reference to Exhibit 4t the Form 8-K dated November 20 2006 and filed 
November 27,2006). 

4P- ftorm °f 4-625% Notes due 2021 (incoiporated herein by reference to Exhibit 4u the Form 8-K dated November 20,2006 and filed 
November 27,2006). 

10a. $2,000,000,000 Five Y ear Competitive Advance and Revolving Credit Facility Agreement dated as of December 21,2006 among 

Bristol-Myers Squibb Company, the borrowing subsidiaries, die lenders named in the agreement, Bank of America N.A. as 

syndication agent, and JPMorgan Chase Bank and Citicoip North America, Inc., as administrative agents (incorporated herein by 

reference to Exhibit 10.1 to the Form 8-K dated December 21,2006 and filed December 27,2006). 

' °b 20IM)COnSent 0fder (incorporated herein by reference t0 Exhibit 10s to the Form 10-Q for the quarterly period ended September 30, 

10c. General Contract of Indemnity dated August 17,2006 between Bristol-Myers Squibb Company and Travelers Casualty and Surety 

Company of America (incorporated herein by reference to Exhibit 1 Obb to the Form 8-K dated August 31,2006 and filed September 
Jy ZUVO). 

10d. Registered Pledge and Master Security Agreement dated August 17,2006 between Bristol-Myers Squibb Company and Travelers 

Casualty and Surety Company of America (incoiporated herein by reference to Exhibit 1 Occ to the Form 8-K dated August 31 2006 

and filed September 5,2006). 6 

1 Oe. Control Agreement dated August 18,2006 among Bristol-Myers Squibb Company, Travelers Casualty and Surety Company of 

America and Smith Barney Inc. (incorporated herein by reference to Exhibit 1 Odd to the Form 8-K dated August 31,2006 and filed 
September 5,2006). 

I Of. Letter Agreement dated August 18,2006 between Bristol-Myers Squibb Company and Travelers Casualty and Surety Company of 

Amenca (incorporated herein by reference to Exhibit lOee to the Form 8-K dated August 31,2006 and filed September 5,2006). 

**10g. Bristol-Myers Squibb Company 1997 Stock Incentive Plan, effective as of May 6,1997 and as amended effective July 17 2002 

(incorporated herein by reference to Exhibit 10a to the Form 10-Q for the quarterly period ended June 30,2002). 

**10h. Bristol-Myers Squibb Company 2002 Stock Incentive Plan, effective as of May 7,2002 and as amended effective January 23 2007 

(incorporated herein by reference to Exhibit 10b to the Form 10-K for the fiscal year ended December 31,2006). 

**I0i. Bristol-Myers Squibb Company 2007 Stock Aware and Incentive Plan, effective as of May 1,2007 (incorporated herein by 

reference to Exhibit B to the 2007 Proxy Statement dated March 22,2007). 

**10j. Bristol-Myers Squibb Company TeamShare Stock Option Plan, as amended and restated effective September 10 2002 

(incorporated herein by reference to Exhibit 10c to the Form 10-K for the fiscal year ended December 31,2002).' 

**10k. Form of Non-Qualified Stock Option Agreement under the 2002 Stock Award and Incentive Plan (incorporated herein bv reference 

to Exhibit 10s to the Form 10-K for the fiscal year ended December 31,2005). 
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**101. Form of Non-Qualified Stock Option Agreement under the 2007 Stock Award and Incentive Plan (incorporated herein by reference 
to Exhibit 10s to the Form 10-Q for the quarterly period ended March 31,2007). 

**10m. Form of Restricted Stock Award Agreement under the 2002 Stock Award and Incentive Plan (incorporated herein by reference to 
Exhibit lOt to the Form 10-K for the fiscal year ended December 31,2005). 

** 1 On. Form of Performance Shares Agreement for the 2006^2008 Performance Cycle (incorporated herein by reference to Exhibit lOu to 
the Form 10-K for the fiscal year ended December 31,2005). 

**10o. Form of Performance Shares Agreement for the 2007-2009 Performance Cycle (incorporated herein by reference to Exhibit 10.1 to 
the Form 10-Q for the quarterly period ended June 30,2007). 

* * 1 Op. Form of Performance Shares Agreement for the 2008-2010 Performance Cycle (incorporated herein by reference to Exhibit 10.1 to 
the Form 10-Q for the quarterly period ended September 30,2007). 

**10q. Form of Restricted Stock Units Agreement under the 2002 Stock Award and Incentive Plan (incorporated herein by reference to 
Exhibit 1 Ov to the Form 10-K for the fiscal year ended December 31,2006). 

* * 1 Or. Form of Restricted Stock Units Agreement under the 2007 Stock Award and Incentive Plan (incorporated herein by reference to 
Exhibit lOt to the Form 10-Q for the quarterly period ended March 31,2007). 

**10s. Bristol-Myers Squibb Company Performance Incentive Plan, as amended (as adopted, incorporated herein by reference to Exhibit 2 
to the Form 10-K for the fiscal year ended December 31, 1978; as amended as of January 8,1990, incorporated herein by reference 
to Exhibit 19b to the Form 10-K for the fiscal year ended December 31,1990; as amended on April 2,1991, incorporated herein by 
reference to Exhibit 19b to the Form 10-K for the fiscal year ended December 31, 1991; as amended effective January 1,1994, 
incorporated herein by reference to Exhibit lOd to the Form 10-K for the fiscal year ended December 31,1993; and as amended 
effective January 1, 1994, incorporated herein by reference to Exhibit lOd to the Form 10-K for the fiscal year ended December 31, 
1994). 

* * 1 Ot. Bristol-Myers Squibb Company Executive Performance Incentive Plan (effective January 1, 1997 and incorporated herein by 
reference to Exhibit 10b to die Form 10-K for the fiscal year ended December 31, 1996). 

** lOu. Bristol-Myers Squibb Company Executive Performance Incentive Plan (effective January 1,2003 and incorporated herein by 
reference to Exhibit D to the 2003 Proxy Statement dated April 4,2003). 

**10v. Bristol-Myers Squibb Company 2007 Senior Executive Performance Incentive Plan (effective May 1,2007 and incorporated herein 
by reference to Exhibit C to the 2007 Proxy Statement dated March 22,2007). 

**10w. Benefit Equalization Plan of Bristol-Myers Squibb Company and its Subsidiary or Affiliated Corporations Participating in the 
Bristol-Myers Squibb Company Retirement Income Plan or the Bristol-Myers Squibb Puerto Rico, Inc. Retirement Income Plan, as 
amended (as amended and restated as of January 1, 1993, as amended effective October 1, 1993, incorporated herein by reference to 
Exhibit 1 Oe to the Form 10-K for the fiscal year ended December 31,1993; and as amended effective February 1, 1995, 
incorporated herein by reference to Exhibit 1 Oe to the Form 10-K for the fiscal year ended December 31,1996). 
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**10x. Benefit Equalization Plan of Bristol-Myers Squibb Company and its Subsidiary or Affiliated Corporations Participating in the * 
Bristol Myers Squibb Company Savings and Investment Program, as amended and restated effective as of January 1 1996 
(incorporated herein by reference to Exhibit lOh to the Form 10-K for the fiscal year ended December 31,2001). ' 

**10y. Squibb Corporation Supplementary Pension Plan, as amended (as previously amended and restated, incorporated herein by * 
reference to Exhibit 19g to the Form 10—K for die fiscal year ended December 31,1991; as amended as of September 14 1993 
and incorporated herein by reference to Exhibit lOgtotheForm 10-K for the fiscal year ended December 31, 1993). ' 

** lOz. Senior Executive Severance Plan, effective as of April 26,2007 (incorporated herein by reference to Exhibit 10.2 to the Form 8-K * 
dated Apnl 24,2007 and filed on April 27,2007). 

**10aa. Letter Agreement dated October 31,2006 between James M. Cornelius and Bristol-Myers Squibb Company (incorporated herein * 
by reference to Exhibit 10.1 to the Form 8-K dated October 31,2006 and filed November 3,2006). 

** lObb. Letter AgreementI dated April 26,2007 between James M. Cornelius and Bristol-Myers Squibb Company (incorporated herein by * 
reference to Exhibit 10.1 to the Form 8-K dated April 24, 2007 and filed on April 27,2007). 

** lOcc. Aircraft Time Sharing Agreement dated as of July 31,2007 between James M. Cornelius and Bristol-Myers Squibb Company * 
(incorporated herein by reference to Exhibit 10.2 to the Form 10-Q for the quarterly period ended June 30, 2007). 

* *1 Odd. Utter Agreement dated February 12,2008 between James M. Cornelius and Bristol-Myers Squibb Company (incorporated herein • 
by reference to Exhibit 10.1 to the Form 8-K dated February 11,2008 and filed on February 15, 2008. 

* * 1 Oee. Letter Agreement effective September 20,2005 and addendum effective October 31, 2005 between Lamberto Andreotti and the * 
Company (incorporated herein by reference to Exhibit 10.2 to the Fotm 8-K dated December 5,2006 and filed on December 11 
2006). ' 

* * 1 Off. Form of Agreement entered into between the Registrant and each of the named executive officers and certain other executives E-10-1 
effective January 1, 2008 (filed herewith). 

**10gg. Bristol-Myers Squibb Company Retirement Income Plan for Non-Employee Directors, as amended to March 5 1996 * 
(incorporated herein by reference to Exhibit 10k to the Form 10-K for the fiscal year ended December 31,1996). 

** 1 Ohh. Bristol-Myers Squibb Company 1987 Deferred Compensation Plan for Non-Employee Directors, as amended to January 10 2006 * 
(incorporated herein by reference to Exhibit 101 to the Form 10-K for the fiscal year ended December 31,2005). ' 

10ii. Bristol-Myers Squibb Company Non-Employee Directors' Stock Option Plan, as amended (as approved by the Stockholders on • 
way '• J®*0' ;ncorPorated herein by reference to Exhibit 28 to Registration Statement No. 33-38587 on Form S-8' as amended 
May 7, 1991, incorporated herein by reference to Exhibit 19c to the Form 10-K for the fiscal year ended December 31 1991) as 
amenfcdJanuaiy 12, 1999 (incorporated herein by reference to Exhibit 10m to the Form 10-K for the fiscal year ended December 
jlr iWo). 

lOjj. Bristol-Myers Squibb Company Non-Employee Directors' Stock Option Plan, as amended (as approved by the Stockholders on * 
May 2,2000, incorporated herein by reference to Exhibit A to the 2000 Proxy Statement dated March 20,2000.) 

1 Okk. Squibb Corporation Deferral Plan for Fees of Outside Directors, as amended (as adopted, incorporated herein by reference to * 
Exhibit lOe Squibb Corporation 1991 Form 10-K for the fiscal year ended December 31, 1987, File No. 1-5514; as amended 
effective December 31,1991 incorporated herein by reference to Exhibit 10m to the Form 10-K for the fiscal year ended 
December 31,1992). 

** 

E—12—1 

E—21—1 

**1011. Restricted Stock Units Agreement with James D. Robinson III, effective as of June IS, 2005 and as amended on July 13 2005 
(incorporated herein by reference to Exhibit lOx to the Form 10-Q for the quarterly period ended June 30,2005). 

10mm. Amendment to all of the Company's plans, agreements, legal documents and other writings, pursuant to action of the Board of 
Directors on October 3,1989, to reflect the change of the Company's name to Bristol-Myers Squibb Company (incorporated 
herein by reference to Exhibit lOv to the Form 10-K for the fiscal year ended December 31, 1989). 

12. Statement re computation of ratios (filed herewith). 

21. Subsidiaries of the Registrant (filed herewith). 

23a. Consent of Deloitte & Touche LLP (filed herewith). E-23-1 

23b. Consent of PricewaterhouseCoopers LLP (filed herewith) E-23-2 

31a. Section 302 Certification Letter (filed herewith). 

31 b. Section 302 Certification Letter (filed herewith). g_3 j _2 

32a. Section 906 Certification Letter (filed herewith). E-32-1 

32b. Section 906 Certification Letter (filed herewith). E-32-2 
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SCHEDULE II 

BRISTOL-MYERS SQUIBB COMPANY 
VALUATION AND QUALIFYING ACCOUNTS 

Provisions for 
Balance at bad debts, 

Dollars, in Millions (ij 
Allowances for Charge-Backs, Discounts and Doubtful Accounts; 
For the.year ended Decetnber-31,2007 . 
For the year ended December 31,2006 
For the year ended December 31,2005 

Bad debts 
written 

off/payments 
beginning charge-backs for charge-backs Discontinued 
of "erl"d ft discounts & discounts operations 

150 
.207 
221 

951 
916 

1,429 

(919; 
P312 
(1,442) 

(2) 
(1) 
0) 

Balance at 
end 

ofneriod 

S. ... . 180 
150 
207 

Description 
Dollars in Millions 
Valuation Allowance on Deferred Tax Assets: 
For the year ended December 3 X> 2007 
Par the ygswr DppptwKPT 3 1 
For the year ended December 31,2005 

Balance at 
beginning 
of period 

625 
559 
507 

Provisions for 
valuation 
allowance 

1325 
1® 

55 

Release of 
valuation 
allowance 

/other 

$ (123) 
(3) 

Balance at 
end 

of period 

$ 1350 
625 
559 

(1) Amounts have been reclassified to give effect to discontinued operations. For further infoimation on discontinued operations, see "Item 8. Financial Statements - Note S. 
Discontinued Operations and Assets Held for Sale." 
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Parti 

ITEM 1. BUSINESS 
DuPont was founded in 1802 and was incorporated in Delaware in 1915. DuPont is a world leader in science and technology in a 
range of disciplines, including biotechnology, electronics, materials science, safety and security and synthetic fibers. The 
company operates globally, manufacturing a wide range of products for distribution and sale to many different markets, including 
the transportation, safety and protection, construction, motor vehicle, agriculture, home furnishings, medical, electronics, 
communications, protective apparel and the nutrition and health markets. Total worldwide employment at December 31, 2007, 
was approximately 60,000 people. 

The company is strategically aligned into five market- and technology-focused growth platforms consisting of Agriculture & 
Nutrition; Coatings & Color Technologies; Electronic & Communication Technologies; Performance Materials; and Safety & 
Protection. In addition to the five growth platforms, the company's reportable segments include Pharmaceuticals. The company 
includes embryonic businesses not included in the growth platforms, such as applied biosciences, and nonaligned businesses in 
Other. 
Information describing the business of the company can be found on the indicated pages of this report: 

Item Page 

Segment Reviews 27 
Introduction 27 
Agriculture & Nutrition 27 
Coatings & Color Technologies 29 
Electronic & Communication Technologies 30 
Performance Materials 31 
Safety & Protection 33 
Pharmaceuticals 34 

Other 34 
Geographic Information - Net sales and Net property F-45 
Segment sales. Net sales. Pretax operating income and Segment net assets F-46 

The company has operations in approximately 80 countries worldwide and about 60 percent of consolidated Net sales are made 
to customers outside the United States of America (U.S.). Subsidiaries and affiliates of DuPont conduct manufacturing, seed 
production, or selling activities and some are distributors of products manufactured by the company. 

Sources of Supply 
The company utilizes numerous firms as well as internal sources to supply a wide range of raw materials, energy, supplies, 
services and equipment. To ensure availability, the company maintains multiple sources for fuels and many raw materials, 
including hydrocarbon feedstocks. Large volume purchases are generally procured under competitively priced supply contracts. 

A substantial portion of the production and sales in Performance Materials is dependent upon the availability of hydrocarbon and 
hydrocarbon derivative feedstocks. Current hydrocarbon feedstock requirements are met by purchases from major energy and 
petrochemical companies. 

Within Agriculture & Nutrition, the company's wholly-owned subsidiary, Pioneer Hi-Bred International, Inc. (Pioneer), operates in 
the seed industry and has seed production facilities located throughout the world. Seed production is performed directly by the 
company or contracted with independent growers and conditioners. The company's ability to produce seeds primarily depends 
upon weather conditions, contract growers and the availability of preferred hybrids with desired traits. 
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Parti 

Item 1. Business, continued 
The major commodities, raw materials and supplies for the company's reportable segments in 2007 include the following: 

Agriculture & Nutrition: 
benzene and carbamfc acid related intermediates; copper; insect control products; natural gas; soybeans; soy flake; soy 
lecithin; sulfonamides 

Coatings & Color Technologies: 
butyl acetate; chlorine; hexamethylenediamine based poly aliphatic isocyanates; industrial gases; pigments; resins; titanium 
ore 

Electronic & Communication Technologies: 
block co-polymers; chloroform; copper; fluorspar; hydrofluoric acid; hydroxylamine; oxydianiline; perchloroethyiene; 
polyester film; precious metals; pyromellitic dianhydride 

Performance Materials: 
adipic acid; butadiene; butanedioi; dimethyl terephthalate; ethane; ethylene glycol; fiberglass; hexamethylenediamine; 
methanol; natural gas; purified terephthalic acid 

Safety & Protection: 
alumina hydroxide; ammonia; benzene; high density polyethylene; isophthaloyl chloride; metaphenylenediamine; methyl 
methacrytate; natural gas; paraphenylenediamine; polyester fiber; propylene; terephthaloyl chloride; wood pulp 

No commodities or raw materials are purchased for the Pharmaceutical segment. This segment's revenues arise from licensing 
arrangements for Cozaar and Hyzaar antihypertensive drugs, which are manufactured and distributed by Merck & Co. (Merck). 

Since 1997, DuPont has contracted with Computer Sciences Corporation (CSC) and Accenture LLP (Accenture) to provide 
certain services for the company. CSC operates a majority of the company's global information systems and technology 
infrastructures and provides selected applications and software services. In December 2005, DuPont entered into a new contract 
with CSC to provide these services through December 2014. Accenture provides selected applications, software services and 
enterprise resource planning solutions designed to enhance the company's manufacturing, marketing, distribution and customer 
service. Accenture is contracted to provide these services through December 2008. 

In November 2005, DuPont contracted with Convergys Corporation to provide the company with global human resources 
transactional services including employee development, workforce planning, compensation management, benefits administration 
and payroll. As of December 31,2007, some of the services associated with this contract are in place and are operating. All 
services associated with this contract are scheduled to be operating in 2010. Convergys Corporation is contracted to provide 
services through 2018. 

Backlog 
The company does not consider backlog to be a significant indicator of the level of future sales activity. In general, the company 
does not manufacture its products against a backlog of orders. Production and inventory levels are based on the level of 
incoming orders as well as projections of future demand. Therefore, the company believes that backlog information is not 
material to understanding its overall business and should not be considered a reliable indicator of the company's ability to 
achieve any particular level of revenue or financial performance. 

Intellectual Property 
The company believes that its intellectual property estate provides it with an important competitive advantage. It has established 
a global network of attorneys, as well as branding, advertising and licensing professionals, to procure, maintain, protect, enhance 
and gain value from this estate. 
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Parti 
Item 1. Business, continued 

™® owns and is licensed under various patents, which expire from time to time, covering many products, processes 
f? p, ni® P.rotec' n?an¥ aspects of the company's significant research programs and the goods and 

Af . Pr°te(^on afforded by these patents varies from county to country and depends upon the scope of 
^ as.weljas ^availabiiity of legal remedies in each country. The company owns approximately 
n c j Pateo's apP.approximately 16,000 worldwide patent applications. In 2007, the company was granted about 600 
U.S. patents and about 1,500 international patents. Through an increase in research and development productivity, since 2000 
the company's U.S. patent filings have more than doubled and the number of U.S. patents granted has increased more than 50 
5Sn2?.hI 9roT P'atf0Tsind embrYonic businesses. The company's rights under its patente andT?nses as 
*®"as the products made and sold under them, are important to the company as a whole, and to varying degrees, important to 
each reportable segment. For a discussion of the importance of patents to Pharmaceuticals, see the segment discussion on 
page 04 ot tnis report. 
The environment in which Pioneer and the rest of the companies within the seed industry compete is increasingly affected bv 

P ^ P°sitions, patent lawsuits and the status of various intellectual property rights. Ownership of and access to 
® ec*Pa* Property rights, particularly those relating to biotechnology and germplasm, are important to Pioneer and its 

JiSVSf l!0rs'. 0 p£tel! ow?ed by pioneer or lts competitors is essential to Pioneer's ability to compete. However, Pioneer will continue to address freedom to operate issues by enforcing its own intellectual property rights, challenging claims made by 
others and, where appropriate, obtaining licenses to important technologies on commercially reasonable terms. Durinq 2007 
Pioneer entered into a business agreement on com herbicide tolerance and insect control trait technologies with Monsanto 
Company. Among other provisions, modifications were made to the existing com license agreements; both parties agreed to 

c?r!ain "°?"ass®rt and °*h®r intellectual property rights; and both parties obtained rights to reference and access 

m .re9"la,0,ry d®ta andapprovals in which the other has certain interests. See the Contractual Obligations table on page 39 and Note 11 to the Consolidated Financial Statements for more information. a H a 

The company has approximately 2,000 unique trademarks for its products and services and approximately 18,000 worldwide 
registrations and applications for these trademarks. Ownership rights in trademarks do not expire if the trademarks are continued 
in use and property protected. The company has many trademarks that have significant recognition at the consumer retail level 
and/or business to business level. Significant trademarks at the consumer retail level include the DuPont Oval and DuPont5" (the 
DuPogt Brand Trademarks);Pioneer brand seeds; Teflon fluoropolymers, films, fabric protectors, fibers and dispersions-

Conan surfaces; Kevlar high strength material; and Tyvek® protective material. The company actively pursues licensing 
opportunities for selected trademarks at the retail level. " 
Seasonality 
Sales of the company s products in Agriculture & Nutrition are affected by seasonal patterns. Agriculture & Nutrition's sales and 
earnings performance is strongest in the first half of the year. The segment generally operates at a loss during the third and 

a "*salt of th® seasonal nature of its seed business, Agriculture & Nutrition's inventory is at its 
M !!?• a* i e ?!I enc*ar year an^15 so^ down in the first and second quarters. Trade receivables in Agriculture & 
Nutrition are at a low point at year-end and increase through the selling season to peak at the end of the second quarter. 

in general, businesses in the remaining segments are not significantly affected by seasonal factors. 
Marketing 
With the exception of Pioneer® brand seeds and Solae® soy proteins, most products are marketed primarily through DuPont's 
sales force, although in some regions, more emphasis is placed on sales through distributors. Pioneer®brand products are 
prOUl0i.e throu9b multiple marketing channels in North America. In the com and soybean markets of the U.S Com Beit 
£"2.Uy!S ar® sold through a specialized force of independent sales representatives. In other North American markets, Pioneer® 
products are marketed through distnbutors and crop input retailers. Pioneer® products outside of North America are marketed 
through a network of subsidianes, joint ventures and independent producer-distributors. Solae® isolated and functional sov 
proteins are marketed using a combination of outside distributors, joint ventures and direct sales. 
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Parti 

Item 1. Business, continued 

Major Customers 
The company's sales are not materially dependent on a single customer or small group of customers. However, collectively, 
Coatings & Color Technologies and Performance Materials nave several large customers, primarily in the automotive original 
equipment manufacturer (OEM) industry. The company has long-standing relationships with these customers and they are 
considered to be important to the segments' operating results. 

Competition 
The company competes on a variety of factors such as price, product quality and performance or specifications, continuity of 
supply, customer service and breadth of product line, depending on the characteristics of the particular market involved and the 
product or service provided. 

Major competitors include diversified industrial companies principally based in the U.S., Western Europe, Japan, China and 
Korea. In the aggregate, these competitors offer a wide range of products from agricultural, commodity and specialty chemicals 
to plastics, fibers and advanced materials. The company also competes in certain markets with smaller, more specialized firms 
who offer a narrow range of products or converted products that functionally compete with the company's offerings. 

Agriculture & Nutrition sells advanced plant genetics through Pioneer, principally for the global production of com and soybeans 
and thus directly competes with other seed and plant biotechnology companies. Agriculture & Nutrition also provides food safety 
equipment and soy-based food ingredients in competition with other major grain and food processors. 

Research and Development 
The company conducts research in the U.S. at over 30 sites at either dedicated research facilities or manufacturing plants. The 
highest concentration of research is in the Wilmington, Delaware area at several large research centers. Among these, the 
Experimental Station laboratories engage in investigative and applied research, the Chestnut Run laboratories focus on applied 
research and the Stine-Haskell Research Center conducts agricultural product research and toxicotogical research to assure the 
safe manufacture, handling and use of products and raw materials. 

Other major research locations in the U.S. include Marshall Lab in Philadelphia, Pennsylvania, and Mt. Clemens in Mt. Clemens, 
Michigan, both dedicated to coatings research; Pioneer research facilities in Johnston, Iowa; The Solae Company facRities in 
SL Louis, Missouri; polymer research facilities in Richmond, Virginia, and Parkersburg, West Virginia; and electronic technology 
research facilities in Research Triangle Park, North Carolina, Towanda, Pennsylvania, and Santa Barbara, California. 

DuPont, reflecting the company's global interests, also operates more than 20 additional research and development facilities at 
locations outside the U.S., with major facilities located in Meyrin, Belgium; Wuppertal, Germany; Kingston, Canada; Utsunomiya, 
Japan; and Shanghai, China. A new research and development facility was opened in Taiwan in 2006 to better serve the 
integrated circuit market. Additionally, in 2007, the company announced that it plans to construct its first research and 
development center in India. The center, which is located in Hyderabad, is expected to be fully operational in early 2008. 

The objectives of the company's research and development programs are to create new technologies, processes and business 
opportunities in relevant fields, as well as to improve existing products and processes. Each segment of the company funds 
research and development activities that support its business mission. Recently, the company has broadened its sustainability 
commitments beyond environmental footprint reduction to include market-driven targets for research and development 
investment. The company is expanding its offerings addressing safety, environment, energy and climate challenges in the global 
marketplace by developing and commercializing renewable, bio-based materials; advanced biofuels; energy-efficient 
technologies; enhanced safety and protection products; and alternative energy products and technologies. The goals are tied 
directly to business growth, specifically to the development of safer and environmentally improved products that enhance the 
environmental profile of its traditional businesses for DuPont's key global markets, including transportation, building and 
construction, agriculture and food and communications. 
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Parti 
Item 1. Business, continued 

The corporate research laboratories are responsible for conducting research programs aligned with corporate strategy as 
provided by the growth platforms. All research and development activities are administered by senior research and development 
management to ensure consistency with the business and corporate strategy. The future of the company is not dependent upon 
the outcome of any single research program. 

Additional information with respect to research and development, including the amount incurred during each of the last three 
fiscal years, is included in Item 7, Management's Discussion and Analysis of Financial Condition and Results of Operations on 
page 21 of this report. 

Facility Security 
DuPont recognizes that the security and safety of its operations are critical to its employees, neighbors and, indeed, to the future 
of the company. As such, the company has merged chemical site security into its safety core value where it serves as an integral 
part of its long standing safety culture. Physical security measures have been combined with process safety measures (including 
the use of inherently safer technology), administrative procedures and emergency response preparedness into an integrated 
security plan. The company has conducted vulnerability assessments at operating facilities in the U.S. and high priority sites 
worldwide and identified and implemented appropriate measures to protect these facilities from physical or cyber attacks. DuPont 
is partnering with carriers, including railroad, shipping and trucking companies, to secure chemicals in transit. 

In April 2007, the Department of Homeland Security (DHS) issued an interim final rule (Rule) that establishes risk-based 
performance standards for the security of U.S. chemical facilities. Covered chemical facilities are required to prepare Security 
Vulnerability Assessments that identity facility security vulnerabilities and to develop and implement Site Security Plans that 
include measures satisfying the identified risk-based performance standards. The Rule contains associated provisions 
addressing inspections and audits, recordkeeping, and the protection of information that constitutes Chemical-terrorism 
vulnerability Information. DHS can seek compliance through the issuance of Orders, including Orders Assessing Civil Penalty 
and Orders for the Cessation of Operations. 

In November of 2007, DHS finalized the list of chemicals regulated by the Rule and required facilities that have those chemicals 
in specified quantities to register with DHS. Those facilities must provide information by which DHS will determine if and how the 
facility will be covered by the Rule's security requirements. DuPont's U.S. facilities have submitted this information and are 
awaiting DHS determination of coverage. Once DHS has determined which DuPont facilities are covered, it will work with the 
company to establish security expectations specific to each facility. As a result, management will be able to better assess the 
Rule s impact on the company at that time. However, the company has already devoted substantial effort and resources in 
assessing security vulnerabilities and taking steps to reinforce security at its chemical manufacturing facilities. Management 
expects that these steps will fulfill most of the Rule's risk-based performance standards. 
Environmental Matters 
Ln./0UJ!3!!?\n..e'3*e^ *° env'ronrner,fol matters is included in several areas of this report: (1) Environmental Proceedings on pages 
11-12, (2) Management's Discussion and Analysis of Financial Condition and Results of Operations on paqes 25 and 41-44 
and (3) Notes 1 and 19 to the Consolidated Financial Statements. 
Available Information 
The company is subject to the reporting requirements under the Securities Exchange Act of 1934. Consequently, the company is 
required to file reports and information with the Securities Exchange Commission (SEC), including reports on the following forms-
annual report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and amendments to those reports 
filed or furnished pursuant to Section 13(a) or 15(d) of the Securities Exchange Act of 1934. 

The public may read and copy any materials the company files with the SEC at the SEC's Public Reference Room at 
100 F Street, NE, Washington, DC 20549. The public may obtain information on the operation of the Public Reference Room bv 
calling the SEC at 1-8Q0-SEC-0330. The SEC also maintains an Internet site at 
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Part I 
Item 1. Business, continued 

^^oni^fy wm^heSECntainS rep0rts'pr0Xy and infomiatlon statements, and other information regarding issuers that file 

Thf rc™Pa"y's f"1?"31 report F°nTi 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and amendments to 

als?aC^slble°"the company s website at http://www.dupont.com by clicking on the tab labeled Investor 

0 ®E? These reports are made available, without charge, as soon as is reasonably practicable after 
the company files or furnishes them electronically with the Securities and Exchange Commission. 

ITEM 1A. RISK FACTORS 

^^L«Pfn^operationlc?uld ^aff®cted by various risks, many of which are beyond its control. Based on current 

Hm^wr ?hi H^TnHny fi! following identifies the most significant risk factors that could affect its businesses. 
However, the risks and uncertainties the company feces are not limited to those discussed below. Additional risks and 

«reSe" If "5^t0 ,he cornpany or 1,131 the company currently believes to be immaterial also could affect its 

grow earn1ngsS ̂  enersy and raw mater,als cou,d have a significant Impact on the company's ability to sustain and 

Ilei^nZPf.ffi^UfaCtl;rin9 Pr°cesse® consume significant amounts of energy and raw materials, the costs of which are 

subject to worldwide supply and demand as well as other factors beyond the control of the company. Significant variations in the 

results frnm^Ari^'^ n«H H iA/K ma$?X E?ces for oil and "utural gas and raw materta|s affect the company's operating 
results from penod to perrod. When possible, the company purchases raw materials through negotiated long-term contracts to 

minimize the impact of price fluctuations. Additionally, the company enters into over-the-counter and exchange traded derivative 

^•eitS exP°sure Price fluctuations on certain raw material purchases. The company has taken 

fnrf effects of higher energy and raw matenal costs through selling price increases, productivity improvements 

^d^!i'idU^°n Pro9r?ms- Success in offsetting higher raw material costs with price increases is largely influenced by 
tonT c°ndltlons and could vary significantly depending on the market served. If the company is not able to 

resultif effects of h|9her energy and raw matenal costs, it could have a significant impact on the company's financial 

e^oMhl?^ C0Uld ""Pact the C°mpany'S comPetitive position and have an adverse 

hrinr,C(h!!cf1^H?,^fratir!?results a,re ,ar9a'y dependent on its ability to renew its pipeline of new products and services and to 
£ servicestomerket. This ability could be adversely affected by difficulties or delays in product 

development such as the inability to identify viable new products, successfully complete research and development obtain 
1,rrtellectual Property protection, or gain market acceptance of new products and services 

development process technological challenges and intense competition, there can be no assurance that 
any of the products the company is currently developing, or could begin to develop in the future, will achieve substantial 
commercial success. Sales of the company's new products could replace sales of some of its current products offsettina the benefit of even a successful product introduction. "ic 
The company's results of operations could be adversely affected by litigation and other commitments and 
contingencies. 
El?.?"!lpany fac?s d®k?.arisin9 froro Yari°us unasserted and asserted litigation matters, including, but not limited to. product 

action* an^nS«tl^mira^ln?rflot, and ^'^st .ctaims. The company has noted a nationwide trend in purported class actions against chemical manufacturers generally seeking relief such as medical monitoring, property damaqes off-site 
I!"?®diat'°,n and Punitive damages arising from alleged environmental torts without claiming present personal injuries. Various 
s^tement or^ch^iges to applicable law^feture^60* SUCh 35 3 fin3'3dV6rSe J^g-ent/significant 
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adverse ruling or unfavorable development could result in future charges that could have a material adverse effect on the 

company. An adverse outcome in any one or more of these matters could be material to the company's financial results. 

In the ordinary course of business, the company may make certain commitments, including representations, warranties and 

indemnities relating to current and past operations, including those related to divested businesses and issue guarantees of third 

party obligations. If the company were required to make payments as a result, they could exceed the amounts accrued, thereby 
adversely affecting the company's results of operations. 

As a result of the company's current and past operations, including operations related to divested businesses, the 
company could incur significant environmental liabilities. 
The company is subject to various laws and regulations around the world governing the environment, including the discharge of 

pollutants and the management and disposal of hazardous substances. As a result of its operations, including its past operatibns 

and operations of divested businesses, the company could incur substantial costs, including cleanup costs, third-party property 

damage or personal injury claims. The costs of complying with complex environmental laws and regulations, as well as internal 

voluntary programs, are significant and will continue to be so for the foreseeable future. The ultimate costs under environmental 

laws and the timing of these costs are difficult to predict. The company's accruals for such costs and liabilities may not be 

adequate because the estimates on which the accruals are based depend on a number of factors including the nature of the 

allegation, the complexity of the site, site geology, the nature and extent of contamination, the type of remedy, the outcome of 

discussions with regulatory agencies and other Potentially Responsible Parties (PRPs) at multi-party sites and the number and 
financial viability of other PRPs. 

The company's ability to generate sales from genetically enhanced products, particularly seeds and other agricultural 
products, could be adversely affected by market acceptance, government policies, rules or regulations and 
competition. 
The company is using biotechnology to create and improve products, particularly in its Agriculture & Nutrition segment Demand 

for these products could be affected by market acceptance of genetically modified products as well as governmental policies 

laws and regulations that affect the development, manufacture and distribution of products, including the testing and plantinq'of 
seeds containing biotechnology traits and the import of crops grown from those seeds. 

The company competes with major global companies that have strong intellectual property estates supporting the use of 

biotechnology to enhance products, particularly in the agricultural products and production markets. Speed in discovering and 

protecting new technologies and bringing products based on them to market is a significant competitive advantage. Failure to 

predict and respond effectively to this competition could cause the company's existing or candidate products to become less 
competitive, adversely affecting sales. 

Changes in government policies and laws could adversely affect the company's financial results. 
Sate outside the U.S. constitute more than half of the company's revenue. The company anticipates that international sales will 

continue to represent a substantial portion of its total sales and that continued growth and profitability will require further 

international expansion, particularly in emerging markets. The company's financial results could be affected by changes in trade 

monetary and fiscal policies, laws and regulations, or other activities of U.S. and non-U.S. governments, agencies and similar ' 

organizations. These conditions include but are not limited to changes in a country's or region's economic or political conditions 

trade regulations affecting production, pricing and marketing of products, local labor conditions and regulations, reduced 

protection of intellectual property rights in some countries, changes in the regulatory or legal environment, restrictions on 

currency exchange activities, burdensome taxes and tariffs and other trade barriers. International risks and uncertainties 

including changing social and economic conditions as well as terrorism, political hostilities and war, could lead to reduced 
international sales and reduced profitability associated with such sales. 
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Economic factors, including inflation and fluctuations tn currency exchange rates, interest rates and commodity prices 
could affect the company's financial results. 
The company is exposed to fluctuations in currency exchange rates, interest rates and commodity prices. Because the company 
has significant international operations, there are a large number of currency transactions that result from international sales, 
purchases, investments and borrowings. The company actively manages currency exposures that are associated with monetary 
asset positions, committed currency purchases and sales and other assets and liabilities created in the normal course of 
business. Failure to successfully manage these risks could have an adverse impact on the company's financial position, results 
of operations and cash flows. 

Business disruptions could seriously impact the company's future revenue and financial condition and increase costs 
and expenses. 
Business disruptions, including supply disruptions, increasing costs for energy, temporary plant and/or power outages and 
information technology system and network disruptions, coutd seriously harm the company's operations as well as the operations 
of its customers and suppliers. Although it is impossible to predict the occurrences or consequences of any such events, they 
could result in reduced demand for the company's products, make it difficult or impossible for the company to deliver products to 
its customers or to receive raw materials from suppliers, and create delays and inefficiencies in the supply chain. The company 
actively manages the risks within its control that could cause business disruptions to mitigate any potential impact from business 
disruptions regardless of cause including acts of terrorism or war, and natural disasters. Despite these efforts, the impact from 
business disruptions could significantly increase the cost of doing business or otherwise adversely impact the company's 
financial performance. 

Inability to protect and enforce the company's intellectual property rights could adversely affect the company's 
financial results. 
Intellectual property rights are important to the company's business. The company endeavors to protect its intellectual property 
rights in jurisdictions in which its products are produced or used and in jurisdictions into which its products are imported. 
However, the company may be unable to obtain protection for its intellectual property in key jurisdictions. Additionally, the 
company has designed and implemented internal controls to restrict access to and distribution of its intellectual property, 
including confidential information and trade secrets. Despite these precautions, it is possible that unauthorized parties may 
access and use such property. When misappropriation is discovered, the company reports such situations to the appropriate 
governmental authorities for investigation and takes measures to mitigate any potential impact. 

ITEM 1B. UNRESOLVED STAFF COMMENTS 
None. 
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~rp?!2tei!f5dqufrtere ar! l0.^ted in Wilmington, Delaware. The company's manufacturing, processing, 

throughout the world development facilities, as well as regional purchasing offices and distribution centers are located 

r?gf£-«9 re,se!rctl a!?d development facilities is incorporated by reference to Item 1, Business-Research and 

Agriculture & Nutrition 

U S La°PorteATi<Vald0Sta' GA' E' PaS°' Gibson City'IL: Pryor' OK; Manati, Puerto Rico; Memphis, TN; 

Asia Pacific Toyko, japan 

, .. AEurt?Pe Leper, Belgium; Aahrus, Denmark; Cemey, France and Asturias, Spain 
Latin Amenca Camacari, Brazil; Esteio, Brazil; Lerma, Mexico 

Coatings & Color Technologies 

LLS- Edgemoor, DE; Starke, FL; Mount Clemens, Ml; Delisle, MS; New Johnsonville, TN; Houston, TX; Front 

Asia Pacific Kuan Yin, Taiwan 

Europe Mechelen, Belgium; Wuppertal, Germany 

Latin America Sao Paulo, Brazil; Altamira, Mexico 

Electronic & Communication Technologies 

U.S. Hayward, CA; Santa Barbara, CA; Torrance, CA; Fort Madison, IA; Louisville, KY; Fayetteville, NC; Research 

Triangle Park, NC; Deepwater, NJ; Parfin, NJ; Buffalo, NY; Rochester, NY; Circleviile, OH; Towanda PA-

. . D ._ Manati, Puerto Rico; Bayport, TX; Corpus Christi, TX; LaPorte, TX; Logan, UT; Parkersburg, WV ' ' 

Asia Paanc Changshu, China; Hsinchu, China; Shenzhen, China; Madurai, India; Chiba, Japan- Shimizu Japan-
Taoyuan, Taiwan; Tokai, Japan ^ ' 

Europe Luxembourg; Mechelen, Belgium; Neu Isenburg, Germany; Dordrecht, Netherlands; Bristol, UK; East Kilbride 
uk; Kuaoon, UK ' 

Performance Materials 

U.S. Newark, DE; LaPlace, LA, Fayetteville, NC; Deepwater, NJ; Circleviile, OH; Charleston. SC; Florence, SC-

Chattanooga, TN; Old Hickory, TN; Beaumont, TX; LaPorte, TX; Orange, TX; Victoria, TX; Hopewell VA-
Richmond, VA; Parkersburg, WV 

Asia Pacific Shenzen, China; Chiba, Japan; Gifu, Japan; Ibaraki, Japan; Utsunomiya, Japan; Ulsan, Korea- SinoaDore 

i « Euro.Pe Antwerp, Belgium; Mechelen, Belgium; Uentrop, Germany; Luxembourg; Dordrecht, Netherlands 
Latin Amenca Berazategui, Argentina; Tlalnepantna, Mexico ' ,Neinenanas 
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Safety & Protection 

U.S. Red Lion, DE; Wurtland, KY; Bumside, LA; LaPlace, LA; Pascagoula, MS; Deepwater, NJ; Linden, NJ; 
Buffalo, NY; Niagara Falls, NY; Fort Hill, OH; Memphis, TN; Old Hickory, TN; Baytown, TX; Beaumont, TX; 
El Paso, TX; James River, VA; Richmond, VA; Belle, WV 

Asia Pacific Guangzhou, China; Ulsan, Korea 
Europe Villers-St. Paul, France; Luxembourg; Asturias, Spain; Sudbury, United Kingdom 
Canada Thetford Mines 

The company's plants and equipment are well maintained and in good operating condition. Sales as a percent of capacity were 
over 80 percent in 2007,2006 and 2005. Properties are primarily owned by the company; however, certain properties are leased. 
No title examination of the properties has been made for the purpose of this report and certain properties are shared with other 
tenants under long-term leases. 

ITEM 3. LEGAL PROCEEDINGS 
2n 

Benlate 
Information related to this matter is included in Note 19 to the Consolidated Financial Statements under the heading Benlate ®. 
PFOA: Environmental and Litigation Proceedings 
For purposes of this report, the term PFOA means collectively perfluorooctanoic acid and its salts, including the ammonium salt 
and does not distinguish between the two forms. Information related to this matter is included in Note 19 to the Consolidated 
Financial Statements under the heading PFOA. 

Elastomers Antitrust Matters 
Information related to this matter is included in Note 19 to the Consolidated Financial Statements under the heading Elastomers 
Antitrust Matters. 

Environmental Proceedings 
Acid Plants New Source Review Enforcement Action 
In 2003, the U.S. Environmental Protection Agency (EPA) issued a "Notice of Violation and Finding of Violation" for the 
company's Fort Hill sulfuric acid plant in Ohio. The EPA conducted a review of capital projects at the plant over the past twenty 
years. Based on its review, the EPA believes that two of the projects triggered a requirement to meet the New Source 
Performance Standards for sulfuric acid plants and that the company should have sought a permit under the New Source Review 
requirements of the Clean Air Act (CAA). In July 2004, the EPA issued a Notice of Violation for the James River sulfuric acid 
plant in Virginia with similar allegations. The company's sulfuric acid plants in Louisiana and Kentucky use similar technology. 

In July 2007 a Consent Decree was reached under which the company paid a total of $4,125,000 in civil penalties to the 
U.S. federal government, Louisiana, Ohio and Virginia. Under the Decree, DuPont must retrofit its Bumside plant in Louisiana by 
September 1,2009 at an estimated cost of at least $66 million. In addition, by March 1, 2012, the other three plants must be 
retrofitted at an estimated total cost of at least $87 million or shut down. 

Belie Spent Acid Plant New Source Review Notice of Violation 
On August 2,2007, the EPA issued a Notice and Finding of Violation to DuPont and Lucite International regarding the spent acid 
regeneration unit at the Belle Plant in South Charleston, West Virginia. DuPont sold the unit to Imperial Chemical Industries, Pic 
(ICI) in 1993, who sold it to Lucite in 1999. DuPont has operated the unit since it was built in 1964, including after the sale to ICI, 
through the present. The Notice alleges 5 projects in the time period 1988 to 1996 should have triggered the New Source Review 
or New Source Performance Standard requirements of CAA. If so, these would have required retrofit to "best available" 
technology. DuPont and Lucite are contesting the allegations. If the EPA declines to reconsider its findings it may bring an 
enforcement action in the courts 
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seeking retrofit and penalties. Lucite has notified the company that it intends to seek indemnity from DuPont if this occurs. 
Gibson City, Illinois 

has alleged that The Solae Company violated the CAA's New Source Review Regulations and certain Prevention of 
Significant Defeneration requirements at its plant in Gibson City, Illinois. The Solae Company, a majority-owned venture with 
Bunge Limrted, was formed in 2003. The EPA has proposed a "settlement of this matter that would indude sTeSedtn 
CDAV ~ „ 9kla™)rria ^ Tennessee, some ofwhich are wholly owned by DuPont, in addition to the Gibson City site. The 
fnoa=fSnr?nnnS^i!em includes apenalty of$350,00D and Supplemental Environmental Projects involving expenditures of 
at least $500,000. The company and The Solae Company are negotiating with the EPA and U.S. Department of Justice (DOJ). 
Pascagouia, Mississippi 

F"irst Chemical Corporation (FCC) plant in Pascagouia, Mississippi experienced an explosion at one of its 

process units the mononitrototuene unit - Still Number 1 (MNT Still). The unit overheated, pressure built up in the column and a 

fncident ease occurre<f- No significant injuries occurred, nor was there any significant environmental harm as a result of the 

^°,b?r 2D0? incident-rcC was not affiliated with DuPont; however, DuPont was in final negotiations for the 
n^nt ' U F°C was a subsidiary. After an extensive investigation of the incident by FCC and DuPont 
DuPont completed the purchase in November 2002. «>«•«, 

nMh,^rLl"^l!^den^AthA^^^b^9an In '"vestigation under the CAA's "Prevention of Accidental Releases - General 

Duty °f Care provisions CAA 112(r). Over the test three years, the EPA has requested significant documentation reaardina the 

inadent and the rebuild of the MNT Still. The EPA also requested, and FCC agreed to an independent third-party "process 

a^re^aSSitlrftteMNT Still seekin9 information on pre-incident documents as well as the post-incident repair 

The EPA has referred the matter to DOJ for enforcement action against FCC under the CAA. The EPA/DOJ and DuPont are 

currently'engaged in settlement discussions to resolve the proposed CAA 112(r) enforcement action. Management cannot 

predict the outcome of these discussions at this time. 

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS 
None. 
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Executive Officers of the Registrant 
The following is a list, as of February 18,2008, of the company's executive officers: 

Executive 
Chairman of the Board of Directors and Chief Executive Officer: - Officer Since 
Charles O. Holliday, Jr. 5g 1992 

Other Executive Officers: 

James C. Borel, 52 2004 
Senior Vice President - Global Human Resources 

Thomas M. Connelly, Jr., ss m,, 
Executive Vice President and Chief innovation Officer 

Richard R. Goodmanson, 60 19QQ 
Executive Vice President and Chief Operating Officer 

Jeffrey L. Keefer, S5 200fi 
Executive Vice President and Chief Financial Officer-. „" 

Ellen J. Kullman, w 9nnR 
Executive Vice President 

Stacay J. Mobley, g2 1992 
Senior Vice President and Chief Administrative Officer and General Counsel 

The company's executive officers are elected or appointed for the ensuing year or for an indefinite term and until their successors 
are elected or appointed. 

Charles O. Holliday, Jr.joined DuPont in 1970, and has advanced through various manufacturing and supervisory assignments 
in product planning and marketing. He is a former president, executive vice president, president and chairman-DuPont Asia 
Pacific. Mr Holliday became an executive officer in 1992 when he was appointed senior vice president. He became Chief 
Executive Officer on February 1,1998, and Chairman of the Board of Directors on January 1,1999. 

in 1.978, and held a va"ety of product and sales management positions for Agricultural Products. 
In 1993, he transferred to Tokyo Japan with Agncultural Products as regional manager, North Asia and was appointed regional 
director, Asia Pacific in 1994. In 1997, he was appointed regional director, North America and was appointed vice president and 
general manager DuPont Crop Protection later that year. In January 2004, he was named to his current position, Senior Vice 
President-DuPont Global Human Resources. 

Thomas M Connelly, Jr. joined DuPont in 1977 as a research engineer. Since then, Mr. Connelly has served in various research 
and plant technical leadership roles, as well as product management and business director rotes. Mr. Connelly served as vice 
president and general manager-DuPont Fluoroproducts from 1999 until September 2000, when he was named senior vice 
president and chief science and technology officer. In June 2006, Mr. Connelly was named Executive Vice President and Chief 
Innovation Officer. 

Richard R. Goodmanson joined DuPont in 1999 as Executive Vice President and Chief Operating Officer. Prior to joining DuPont 
Mr. Goodmanson was president and chief executive officer of America West Airlines from 1996 to 1999. He was senior vice 
president of operations for Frito-Lay Inc. from 1992 to 1996, and he was a principal at McKinsey & Company, Inc. from 1980 to 

Jeffrey L. Keefer joined DuPont in 1976 as a financial analyst in corporate finance. In 1982, he accepted a field sales assignment 
and was appointed customer service manager in 1985. He advanced through various sales and management assignments and 
in February 1999 he was named vice president and general manager - DuPont 
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Titanium Technologies. In January 2004, he was named group vice president - DuPont Performance Materials. In June 2006, he 
was named Executive Vice President - DuPont Finance and Chief Financial Officer. 

Ellen J. Kullman joined DuPont in 1988 as marketing manager and progressed through various roles as global business director 
and was named vice president and general manager of White Pigment & Mineral Products in 1995. In 2000, Ms. Kullman was 
named group vice president and general manager of several businesses and new business development She became group 
vice president-DuPont Safety & Protection in 20Q2. In June 2006, Ms. Kullman was named Executive Vice President and 
assumed leadership of Marketing & Sales along with Safety and Sustainability. 

Stacey J. Mobley joined DuPont's legal department in 1972. He was named director of Federal Affairs in the company's 
Washington, D.C. office in 1983, and was promoted to vice president-Federal Affairs in 1986. He returned to the company's 
Wilmington, Delaware headquarters in March 1992 as vice president-Communications in External Affairs and was promoted to 
Senior Vice President in May 199Z He was named Chief Administrative Officer in May 1999 and General Counsel in November 
1999. 
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Market for Registrant's Common Equity and Related Stockholder Matters 
The company's common stock is listed on the New York Stock Exchange, Inc. (symbol DD) and certain non-U.S. exchanges 
The number of record holders of common stock was 91,717 at December 31, 2007, and 91,405 at January 31,2008. 

Holders of the company's common stock are entitled to receive dividends when they are declared by the Board of Directors. 
While it is not a guarantee of future conduct, the company has continuously paid a quarterly dividend since the fourth quarter 
1904. Dividends on common stock and preferred stock are usually declared in January, April, July and October. When dividends 
on common stock are declared, they are usually paid mid March, June, September and December. Preferred dividends are paid 
on or about the 25th of January, April, July and October. The Stock Transfer Agent and Registrar is Computershare 
Trust Company, N.A. 

The company's quarterly high and low trading stock prices and dividends per common share for 2007 and 2006 are shown 
below. 

Market Prices 

2007 
Fourth Quarter 
Third Quarter 
Second Quarter . . . 
First Quarter 

Per Share 
Dividend 

Low 
$42.25 

45.75 
48.44 
47.58 

Declared 
$ 0.41 

0.37 
0.37 
0.37 

2006 

Fourth Quarter 
Third Quarter 

$ 49.68 
43.49 
45.75 
43.50 

$ 42.48 
38.82 
39.53 
38.52 

$ 0.37 
0.37 
&37 
0.37 

Second Quarter 
First Quarter 

Issuer Purchases of Equity Securities 
There were no purchases of the company's common stock during the three months ended December 31, 2007. 

15 



Table of Contents 

Part II 

,tem 5" Sewrities.c^Kd1'8 Common E<,u,ty' Re,ated Stockholder Matters and Issuer Purchases of Equity 

Stock Performance Graph 

Presenls the cumulative five-year total return for the company's common stock compared with the S&P 500 
are^Maln^BASF^amfn^ar^Thori^r?. ?on!,P?nies- The peer group companies for the ̂ ^imde^ecember^, M07 

D 1,' Dow Ch®7"cal Company; Eastman Kodak Company; Ford Motor Company General 
h nCompany; Minnesota Mining and Manufacturing Company; Monsanto Company Motorola 

Inc., PPG Industries, Inc.; Rohm and Haas Company; and United Technologies Corporation. company, ivioioroia, 

Stock Performance Graph 

DuPont 
S&P 500 
Peer Group 

12/31/2002 
$ 100 
$ 100 
$ 100 

12/31/2003 
$ 112 
$ 100 
$ 139 

12/31/2004 
$ 124 
$ 111 
$ 159 

12/31/2005 
$  1 1 1  
$ 117 
$ 164 

12/31/2006 
$ 131 
$ 135 
$ 184 

12/31/2007 
$ 122 
$ 142 
$ 186 

Theugi®Ph assumes that the value of DuPont Common Stock, the S&P 500 Stock Index and the Deer orouD of mmnani^ 
each $100 on December 31,2002 and that all dividends were reinvested. The peer group is weighted by market capitalization. 
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(Dollars in millions, except per share) 
Summary of operations 
Net sales 
Income before income taxes and minority 

interests 
Provision for (benefit from) income taxes. 
Income before cumulative effect of changes 

in accounting principles 
Net income 

Basic earnings per share of common stock 
Income before cumulative effect of 

changes in accounting principles _ 
Net income 

Diluted earnings per share of common.stock 
Income before cumulative effect of 

changes in accounting principles 
Net income 

Financial position at year-end. _.. 
Working capital 
Total assets . 
Borrowings and capital lease obligations 

Short-term 
Long-term 

Stockholders' equity 

General 
For the year 

Purchases of property, plant & equipment 
and investments in affiliates 

Depreciation 
Research and development (R&D) 

expense 
Average number of common shares 

outstanding (millions) 
Basic 
Diluted 

Dividends per common share 
At year-end 

Employees (thousands) 
Closing stock price 
Common stockholders of record 

(thousands) 

2007 2006 _ 2005 :C 2004 2003 

$ 29,378 $ 27,421 $ 26,639 $ 27,340 " $ 26,996 

$ 3,743 . $ 3.329 $ 3,563 . $. 1,442 $' 143 
. $. . 748 , $. .196 $ . 1,470 $ (329) . $ (930) 

$ 2,988 $- 3.148 $ 2,056 $ 1,780 . $ 1,002 
$ 2,988 $ 3,148 $ 2,056 $ 1,780 $ 973 1 

$ 3.25 .. .$ 3.41 $ 2.08 $ .  1,78 .  . $ .  1.00 
$ 3.25 $. .%4LL - .. •; $ 2jQ8 .. $ "L78 $ 0.97 1 

.$ 3.22 $. 3.36 $ 2.07 1.77 $ 0.99 
$ 3.22 $ 3.38 $ 207 $ 1.77 $ 0.96 1 

J. 4,619 .4,930 _ . $ 4,986 $ 7.272 5.419 
$34,131 $.31,777 2 $ 33291 $ 35.632 $ 37,039 

-$ 1,370 $ 1,517 $ 1397 $ 937 3 $ 6317.3 

$ 5,955 . $ 6,013 $ 6.783 $ 5,548 $ 4,462 3 

$ 11,136 $ 9,422 2 $ 8,962 $ 11,377 $ 9,781 

$ 1.698 $ 1,563 $ 1,406 . $ 1,298 $ 1,784 
$ 1,158 $ 1,157 $ 1,128 $ 1,124 $ 1,355 

$ 1,338 $ 1,302 $ 1,336 $ 1,333 $ 1.349 

. 917. 921 982 998 997 
925 929 989 1,003 1,000 

$ 1.52 $ 1.48 $ 1.46 $ 1.40 $ 1.40 

60 59 60 60 81 
$ 44.09 $ 48.71 $ 42.50 $ 49.05 t 4839 

92 84 101 106 111 

1 Includes a cumulative effect of a change in accounting principle charge of $29 million or $0.03 per share, basic and diluted, relating to the adoption of 
Statement of Rnancial Accounting Standards (SFAS) No. 143, "Accounting for Asset Retirement Obligations". 

2 On December 31,2006, the company adopted SFAS No. 15B, "Employers' Accounting for Defined Benefit Pension and Other Postretirement Plans, an 
amendment of FASB Statements No. 87,86,106 and 132(R)." Total assets and stockholders' equity were reduced by $2,159 million and $1,555 million, 
respectively, as a result of such adoption. 

3 Includes borrowings and capital lease obligations classified as liabilities held for sale. 
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ITEM 7. MANAGEMENTS DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS 

CAUTIONARY STATEMENTS ABOUT FORWARD-LOOKING STATEMENTS 
This report attains forward-looking statements which may be identified by their use of words like "plans," "expects" "win" 
anticipates, intends, projects, estimates" or other words of similar meaning. All statements that address expectations or 
projections about the future, including statements about the company's strategy for growth, product development, market 
position, expenditures and financial results are forward-looking statements. 

Forward-looking statements are based on certain assumptions and expectations of future events. The company cannot 
guarantee that these assumptions and expectations are accurate or will be realized. For some of the important factors that could 
cause the company s actual results to differ materially from those projected in any such forward-looking statements see the Risk 
Factors discussion set forth under Part I, Item 1A beginning on page 7. 
Overview 
!&£!"! has been successfully executing its three growth strategies - Putting Science to Work, Leveraging the Power of One 
DuPont and Going Where the Growth Is, In 2007, approximately 1,200 new products were commercialized, approximately 2,000 
new U.S.patent applications were filed and more than one third of 2007 sales were derived from products introduced in the last 
5 years. The company again reduced fixed costs as a percent of Net sales. In 2007, over sixty percent of the company's sales 
were to customers outside of the United States. The company achieved 18 percent growth in the emerging markets of Europe 
Asia Pacific and Latin Amenca. r ' 

In Januaiy 2008 the company outlined goals and objectives beyond 2008 through 2010 in a five point plan. The company sees 
potential for double digit earnings growth driven by advances in several strategic areas: 

New science for growing agriculture martlets - With demand for protein rising rapidly, global food production will have to double 
between now and 2025 on virtually the same amount of land currently in production. As one of the world's largest producers of 
com and soy seed and crop protection products, DuPont is bringing to market more efficient and cost-effective control systems 
forweed^insects and fungus to boostfarm productivity, quality and yield. The company anticipates that new products such as 
Optimum GAT traits and Rynaxypr insecticide, will provide significant growth. 

owing demand for Safety & Protection - People want to feel safer and more sec 
rs - everywhere. The company's long experience and $6 billion base business ii 
imex and Tyvek have resulted in a broad offering of products and services tha 
s company announced a new $500 million Kevlar®brand fiber production facility ^UUu. ocuima, m,„u, game on me 

capacity expansions for Nomex flame-resistant fibers. In 2008, the company will continue to use its science and growth 
investments to take advantage of the opportunity it sees for attractive growth in its Safety & Protection segment. 

springboard position in emerging markets - The company's rapid top line growth in emerging markets is a key factor in 
counter-balancing softness in the North American automotive and U.S. housing markets. Business unit leaders in the 
Performance Matenals, Coatings & Color Technologies and Electronic & Communication Technologies segments are succeeding 
in generating strong growth in the emerging markets of Asia Pacific, Central and Eastern Europe, and Latin America. 

PrpbMtfjyity QUip? - DuPont continues to reduce fixed costs as a percent of Net sales. Cost savings projects have 
offset inflation in personnel costs and have provided funding for a large number of growth investments. DuPont is focused on 
continuing to generate cost productivity gains as a mechanism for funding growth. 

Continue development of Applied Biosciences - Science and innovation are critical to the company's success. Onqoinq 
intensity11 3 commercialization of DuPont Applied Biosciences products will continue through at least 2010 with increasing 
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Analysis of Operations 

(Dollars in millions) 
NET SALES 2007 

$ 29,378 
2006 

$ 27,421 
2005 

$ 26,639 

2007 versus 2006 Consolidated net sates for 2007 were $29.4 billion, up 7 percent. This growth was principally the result of an 
11 percent increase in sales outside of the U.S., reflecting in part the benefit of a weaker U.S. dollar (USD), which added 
3 percent to worldwide sates. Worldwide volumes and local selling prices each increased 2 percent. Sales in the U.S increased 
1 percent reflecting 3 percent higher selling prices, partially offset by 2 percent lower volume. The decrease in U.S. sates volume 

« J? w.er Remand for tee company^ products related to housing and automotive production markets. Sales in 
canaaa ana Latin America increased 15 percent, primarily due to a 10 percent volume increase reflecting a substantial increase 
in sales of seed and crop protection products in South Amenca. 
The table below shows a regional breakdown of 2007 Consolidated net sales based on location of customers and percentaae 
vanances from pnor year: 3 

(Dollars in billions) 
Worldwide 

United States 
Europe 
Asia Pacific 
Canada & Latin America 

2007 
Net. Sales 
$ . 

11JL._ 
& J & -
5.2 .. 

. 4.1 

Percent 
Change vs. 

2006 
7 
1 

12 
.  . 8. .  

15 

Percent Change Due to: 

Local 
Price 
. .  2 . _  

.3. 
2 
2 
2 

Currency 
Effect _ 

3 

8 
2 
3.w 

Volume 
1  2 .  

(2) 
2 
4 

10 

2006 versus 2005 Consolidated net sates for 2006 were $27.4 billion, up 3 percent The increase reflects 2 percent higher local 
selling pnces and 2 percent higher net volume partially offset by a 1 percent reduction in worldwide sales attributable to the 
tansfer of certain elastomers assets in 2005. Local selling prices increased across all regions and business segments. During 
2006, significant volume increases in key growth regions, particularly Asia Pacific and Latin America, along with modest grovrth 
ln J r<JPe' n?.ore J1 lower U.S. volume. Volume declines in the U.S. are largely attributable to tower demand in housing 
and automotive production markets. These declines more than offset the recovery in the U.S. of titanium dioxide, industrial 
chemical and packaging polymer sates tost in 2005 as a result of business disruptions due to Hurricanes Katrina and Rita. 
The table below shows a regional breakdown of 2006 Consolidated net sates based on location of customers and percentage 
variances from pnor year: 3 

(Dollars in billions) 
Worldwide 

United States 
Europe 
Asia Pacific 
Canada 8 Latin America 

2006 
Net Sates 
$ 27.4 

11,1 
7.9 
4.8 
3.6 

Percent 
Change vs. 

20Q5 

3 
5 

10 

Percent Change Due to: 

Local 
Price 

2 
3 
2 
3 
2 

Currency 
Effect 

m 
?i 

Volume 
2 

3 
7 
5 

Other1 

8) 

8 

1 frS^f^etewere WS^miltorr^OM™6 °' ̂  fr0m elastomers businesses "ansferred to Dow on June 30,2005. Sales attributable to the 
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(Dollars in miirions) 2007 2006 2005 
OTHERINCOME.NET $ 1I275 $ L561 $1852 

2007 versus 2006 Other income, net, decreased $286 million versus 2006. This reduction is primarily due to an impairment 
charge of $165 million to write down the company's investment in a polyester films joint venture, a decrease of $81 million in net 
pretax exchange gains, and a decrease in miscellaneous items of $239 offset by higher Cozaar®/Hyzaar® income of $136 million 
(see page 34 for Pharmaceuticals segment information and Note 2 to the Consolidated Financial Statements). 

The decrease in miscellaneous items resulted from the absence of 2006 benefits of $90 million for the reversal of accrued 
interest related to the favorable settlement of certain prior-year tax contingencies and $76 million of insurance recoveries from its 
insurance earners. Of the $76 million, $61 million related to costs, including outside counsel fees and expenses and settlements 
paid over the past twenty years as part of asbestos litigation matters. During this twenty year period, DuPont has been served 
with thousands of lawsuits alleging injury from exposure to asbestos on DuPont premises. Most of these claims have been 
disposed of through trial, dismissal or settlement. Management believes it is remote that the outcome of remaining or future 
asbestos litigation matters will have a material adverse effect on the company's consolidated financial position or liquidity These 
asbestos related insurance recoveries were reflected in Cash provided by operating activities within the company's Consolidated 
Statements of Cash Rows. The remaining $15 million is part of a total recovery of $143 million relating to insurance recoveries 
associated with damages to the company's facilities suffered as a result of Hurricane Katrina in 2005. The majority of the 
Humcane Katrina recovery was included in Cost of goods sold and other operating charges in the Consolidated Income 
Statement, No amounts were received from insurance carriers for damages suffered by the company as a result of Hurricane 

2006 versus 2005 Other income, net decreased $291 million versus 2005. This reduction is primarily due to a $407 million 
decrease in net pretax exchange gains (see page 46 for a discussion of the company's program to manage currency risk and 
Note 2 to the Consolidated Financial Statements). In 2006, the company recorded $76 million of insurance recoveries in Other 
income, net from its insurance carriers. 

Additional information related to the company's Other income, net is included in Note 2 to the Consolidated Financial Statements. 

(Dollars in millions) 2007 2006 2005 
COST OF GOODS SOLD AND OTHER OPERATING 

CHARGES $21,565 $20,440 $19,683 
As a percent of Net sales 73% 750/,, 74o/o 

£Z°7AV^?US. Cost of 9°ods sold 311(1 other operating charges (COGS) for the year 2007 were $21.6 billion, versus 
$20.4 billion in 2006, an increase of 6 percent. COGS was 73 percent of net sales for 2007 versus 75 percent for the year 2006 
The 2 percentage point reduction principally reflects the absence of 2006 charges for restructuring, the effects of the company's 
productivity initiatives and a current year benefit from the weaker U.S. dollar due to currency exchange rate changes which 
increased sales at a higher rate than the rate they increased COGS. Partly offsetting these factors were increases in raw material 
and finished product distnbution costs, as well as the absence of a 2006 benefit of $128 million in insurance recoveries. 

I™ 2006 restru(3turin9 programs included the elimination of approximately 3,200 positions and redeployment of about 
400 employees in excess positions to the extent possible. The company recorded a net charge of $326 million in 2006 related to 
employee separation costs and asset impairment charges. This included $184 million to provide severance benefits for 
approximately 2,800 employees involved in manufacturing, marketing and sales, administrative and technical activities. 
Additional details related to these programs are contained in the individual segment reviews and in Note 4 to the Consolidated 
Financial Statements. 
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Payments from operating cash flows to terminated employees as a result of the 2006 plans totaled $77 million during 2007 and 

$32 million dunng 2006. Annual pretax cost sayings of about $125 million per year are associated with the Coatings & Color 

Technologies program, approximately $53 million of which is reflected in COGS. Cumulative savings of approximately 80 percent 

and 35 percent was realized in 2007 and 2006, respectively, with the remainder expected to be realized in 2008. 

2006 versus 2005 COGS for the year 2006 was $20.4 billion, versus $19.7 billion in 2005, up 4 percent. COGS was 75 percent 

of Mies in 2006 versus 74 percent in 2005. The 1 percentage point increase in COGS as a percent of sales principally reflects 

abo\re faW m 00 not entire|y covered by selling price increases and higher costs for restructuring plans discussed 

In 2006, the company recorded a benefit to COGS for $128 million for insurance recoveries related to the property damage 

suffered as a result of Humcane Katrina. In 2005, the company recorded charges of $160 million related to the clean-up and 

restorationi of manufactunng operations, as well as the wnte-off of inventory and plant assets that were destroyed by Hurricanes 

Katrina and Rita. Humcane related charges reduced segment earnings as follows: Coatings & Color Technologies - $116 million-

Performance Matenals - $17 million; and Safety & Protection - $27 million. 

The company recorded a net charge of $326 million in 2006 related to employee separation costs and asset impairment charges 

as discussed above. In 2005, the company evaluated capital investment requirements at its Louisville, Kentucky facility and the 

declining demand for the neoprene products produced at the facility. As a result, the company has made plans to consolidate 

neoprene production at its upgraded facility in LaPlace, Louisiana. On December 31,2007, the company initiated the shutdown, 

abatement and dismantlement process at the Louisville facility. A charge of $34 million was recorded in 2005 reflecting 

severance and related costs for approximately 275 employees, principally at the Louisville site. Additionally, a benefit of 

$13 million was recorded in 2005 to reflect changes in estimates related to employee separations that were implemented in 
oanter ysars. 

(Dollars in millions) 2007 2006 2005 
SELLING, GENERAL AND ADMINISTRATIVE EXPENSES $ 3,364 $ 3 224 $ 3 223 

As a percent of Net sales n% ' 12% ' 12% 

Selling, general and administrative (SG&A) expenses increased $140 million in 2007 as compared to 2006. The increase is 

pnmanly due to increased global commissions, and selling and marketing infrastructure investments in the Agriculture & Nutrition 
SGgrnsnt. 

(Dollars in millions) 2007 5one 9niw 

RESEARCH AND DEVELOPMENT EXPENSE $ 1,338 $ 1,302 $1336 

As a percent of Net sales 5% 5% 5% 

and. development expense (R&D) as a percent of sales remained constant over the three-year period. Higher R&D in 

2007 for accelerated biotechnology trait research and development in the Agriculture & Nutrition segment was partially offset by 

o/w?£?a®e ,n ^ '? ?Qatu?9s & Color Technologies segment as a result of consolidating research facilities as a part of its 

2006 business transformation plan. Expenditures in 2006 were consistent with spending by segment in 2005 and reflect 

concentration in expansion of seed traits, breeding advancement and product development within the Aqriculture & Nutrition 

segment, as well as activities to support the other growth platforms. 
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(Dollars in millions) 2007 2006 2005 
INTEREST EXPENSE $430 $ 460 $518 

Interest expense decreased $30 million in 2007 compared to 2006 and $58 million in 2006 versus 2005. These decreases were 
pnmanly due to lower average borrowing levels and higher capitalized interest, partially offset by slightly higher average interest 
rates. 

(Dollars in millions) 2007 2006 2005 
SEPARATION ACTIVITIES-TEXTILES & INTERIORS $ - $ - $ $£) 

On April 30,2004, the company sold a majority of the net assets of the then Textiles & Interiors segment (INV1STA) to 
subsidianes of Koch Industries, Inc. (Koch). During 2005, the company sold its investments in three affiliated companies to Koch 
and its investment in a fourth affiliated company to its equity partner, resulting in a net benefit of $62 million. Although the transfer 
of these affiliates completed the sale to Koch, the company has significant continuing involvement with INVISTA as a result of 
long-term purchase and supply contracts and a long-term contract manufacturing agreement under which INVISTA 
manufactures and supplies certain products for the company. In January 2006, the company sold its interest in a Textiles & 
Interiors equity affiliate to its equity partner for proceeds of $14 million thereby completing the sale of all of the net assets of 
Textiles & Interiors. For more information related to the Textiles & Interiors separation, see Note 5 to the Consolidated Financial 
Statements. 

(Dollars in millions) 2007 2006 2005 
PROVISION FOR INCOME TAXES $ 748 $196 $1470 
Effective income tax rate 20.0% 5.9% 41.3% 

In 2007, the company recorded a tax provision of $748 million which included a benefit of $108 million related to tax settlements 
offset by net tax expense in other operating results (see Note 6 to the Consolidated Financial Statements.) 

In 2006, the company recorded a tax provision of $196 million which included a benefit of $272 million related to tax settlements 
and a $186 million benefit for reversal of tax valuation allowances related to the net deferred tax assets of certain foreign 
subsidiaries due to the sustained improved business performance in these subsidiaries. These tax benefits were offset by net tax 
expense in other operating results (see Note 6 to the Consolidated Financial Statements). 

In 2005, the company recorded a tax provision of $1,470 million which included $483 million of tax expense on exchange gains 
associated with the company's policy of hedging the foreign currency denominated monetary assets and liabilities of its 

?rd$292 million of tax expense related to the repatriation of $9.1 billion under The American Jobs Creation Act of 
2004 (AJCA). AJCA created a temporary incentive for U.S. corporations to repatriate accumulated income earned abroad by 
providing an 85 percent dividends received deduction for certain dividends from controlled foreign corporations provided that 
repatriated cash from such accumulated earnings is reinvested in the U.S. pursuant to a domestic reinvestment plan. 

The company's current estimate of the 2008 effective income tax rate is about 26 percent, excluding tax effects of exchange 
gains and losses which can not be reasonably estimated at this time. See Note 6 for additional detail on items that significantly 
impact the company's effective tax rates. In the past three years, these items have generally included a lower effective tax rate 
on international operations and tax settlements. 
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(Dollars in millions) 2007 2006 2005 
NET INCOME $ 2,988 $ 3,148 $ 2,056 

2007 versus 2006 Net income for 2007 decreased 5 percent versus 2006, primarily due to the higher effective tax rate, as well 
as the decrease in Other income. These decreases were partially offset by a 7 percent increase in Net sales, the absence of the 
restructuring charges taken in 2006 and a favorable foreign currency exchange impact. 

2006 versus 2005 Net income for 2006 increased 53 percent versus 2005, reflecting higher selling prices, higher sales volumes, 
lower fixed costs and an increase in Other income, net, partly offset by higher raw material costs. Selling prices increased year 
over year in each quarter of 2006 and were higher for each platform and for each region for the full year. Net income for 2006 
also included benefits from tax settlements, reversals of tax valuation allowances and insurance recoveries. These benefits were 
partly offset by charges for restructuring and asset impairments. 2005 results included significant hurricane related charges as 
well as tax expenses associated with the repatriation of cash under AJCA. 

Corporate Outlook 
The company's current 2008 earnings outlook is a range of $3.35 to $3.55 per share based on the expectation of continued 
revenue growth in emerging markets and earnings growth across ail of the growth platforms. New product acceleration, mix 
enrichment, pricing discipline and continued cost and capital productivity gains across the company are expected to be additional 
contributing factors. The company's 2008 outlook is positive; however, it is moderated by continued weakness in U.S. housing 
and North American automotive markets and continued escalation of energy, ingredient and transportation costs. 

Accounting Standards Issued Not Yet Adopted 
In September 2006, the Financial Accounting Standards Board (FASB) issued Statement of Financial Accounting Standards 
(SFAS) No. 157, "Fair Value Measurements," (SFAS 157) which addresses how companies should measure fair value when 
required for recognition or disclosure purposes under GAAP. The standard's provisions will be applied to existing accounting 
measurements and related disclosures that are based on fair value. SFAS 157 does not require any new fair value 
measurements. The standard applies a common definition of fair value to be used throughout GAAP, with emphasis on fair value 
as a "market based" measurement versus an entity-specific measurement, and establishes a hierarchy of fair value 
measurement methods. The disclosure requirements are expanded to include the extent to which companies use fair value 
measurements, the methods and assumptions used to measure fair value and the effect of fair value measurements on earnings. 
SFAS 157 is effective for fiscal years beginning after November 15, 2007. The new standard's provisions applicable to the 
company will be applied prospectively beginning January 1, 2008. The FASB, on February 12, 2008, issued FASB Staff Position 
(FSP) FAS 157-2. This FSP permits a delay in the effective date of SFAS 157 to fiscal years beginning after November 15, 
2008, for nonfinancial assets and rronfirrancial liabilities, except for items that are recognized or disclosed at fair value in the 
financial statements on a recurring basis (at least annually). The delay is intended to allow the Board and constituents additional 
time to consider the effect of various implementation issues that have arisen, or that may arise, from the application of 
SFAS 157. On February 14,2008, the FASB issued FSP FAS 157-1 to exclude SFAS 13, Accounting for Leases, and its related 
interpretive accounting pronouncements from the scope of SFAS 157. Management expects that adoption of SFAS 157 will not 
have a material effect on the company's financial position, liquidity or results of operations. 

In December 2007, the FASB issued Statement of Financial Accounting Standards No. 141 (revised 2007) "Business 
Combinations" (SFAS 141R) which replaces FASB Statement No. 141. SFAS 141R addresses the recognition and measurement 
of identifiable assets acquired, liabilities assumed, and non-controlling interests in business combinations. SFAS 141R also 
requires disclosure that enables users of the financial statements to better evaluate the nature and financial effect of business 
combinations. SFAS 141R applies prospectively to business combinations for which the acquisition date is on or after the 
beginning of the first annual reporting period beginning on or after December 15, 2008. SFAS 141R will be adopted by the 
company on January 1, 2009. The company is currently evaluating the impact of adoption on its Consolidated Financial 
Statements. 
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r Deca™beri f?07, ̂  issyed Statement of Financial Accounting Standards No. 160, "Noncontrolling Interests in 

Consolidated Financial Statements - an amendment of Accounting Research Bulletin No. 51" (SFAS 160) which chanqes the 

accounting and reporting for minority interests and for the deconsolidation of a subsidiary. It also clarifies that a third-party 

"°";COnlrKllln9 lnt??®t '"a consolidated subsidiary is an ownership interest in the consolidated entity that should be reported as 

equity in the consolidated financial statements. SFAS 160 also requires disclosure that clearly identifies and distinguishes 

between the interests of the parent and the interests of the non-controlling owners. SFAS 160 is effective for fiscal years 

beginning after December 15,2008. SFAS 160 will be adopted by the company on January 1, 2009. The company is currently 

evaluating the impact of adoption on its Consolidated Financial Statements. 

Critical Accounting Estimates 
The company's significant accounting policies are more fully described in Note 1 to the Consolidated Financial Statements 

Management believes that the application of these policies on a consistent basis enables the company to provide the users of 

the financial statements with useful and reliable information about the company's operating results and financial condition. 

Financial Statements in conformity with GAAP requires management to make estimates and 

assumptions that affect the reported amounts, including, but not limited to, receivable and inventory valuations, impairment of 

tangible and intangible assets, long-term employee benefit obligations, income taxes, restructuring liabilities, environmental 

!!«? "' Managements estimates are based on historical experience, facts and circumstances available at the time 

f Hi, assumptions that are believed to be reasonable. The company reviews these matters and reflects changes in 

T® HSiS^propnate' Management believes that the following represents some of the more critical judgment areas in the 

orrSsof o^raUonsany S acoountlng P°l,cles which could have a material effect on the company's financial position, liquidity 

Long-term Employee Benefits 
Accounting for employee benefit plans involves numerous assumptions and estimates. Discount rate and expected return on 

plan assets are two critical assumptions in measuring the cost and benefit obligation of the company's pension and other 

long term employee benefit plans. Management reviews these two key assumptions annually as of December 31st. These and 

other assumptions are updated periodically to reflect the actual experience and expectations on a plan specific basis as 

PerT!tt5iby GAAP' actual results that differ from the assumptions are accumulated on a plan by plan basis and 

to the extent that such differences exceed 10 percent of the greater of the plan obligations or the applicable plan assets the 

excess is amortized over the average remaining working life of current employees. 

°f th® S°-IT^a^s. b^e u ob']9atjon f?r pensions and essentially all of the company's other long-term employee 

hHn. ? ^H fp ans IPthe U S" The company utilizes published long-term high quality bond 

?. <? ?1SH0UH • ba'anc® sheet date- Where commonly available, the company considers indices of 
various durations to reflect the tinning of future benefit payments. 

Within the U.S., the company establishes strategic asset allocation percentage targets and appropriate benchmarks for 

significant asset classes with the aim of achieving a prudent balance between return and risk. Strategic asset allocations in other 

counbies are selected in accordance with the laws and practices of those countries. Where appropriate, asset-liability studies 

<J?nslde!?tl?n' The long-term expected return on plan assets in the U.S. is based upon historical real returns 

(net of inflation) for the asset classes covered by the investment policy and projections of inflation over the long-term period 

dunng which benefits are payable to plan participants. 

!" de!?rr™!!,'P9 aPnua' expense for the principal U.S. pension plan, the company uses a market-related value of assets rather 

than their fair value. Accordingly, there may be a lag in recognition of changes in market valuation. As a result, chanqes in the 

fair market value of assets are not immediately reflected in the company's calculation of net 
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aa'pen^on ^®.following teble shows the market-related value and fair market value of plan assets for the principal 

(Dollars in billions) „nnT „„ 
Market-related value of assets « 

Fair market value of plan assets | \| 

For plans other than the principal U.S. pension plan, pension expense is typically determined usinq the fair value of assets The 

were1s22 2wSS"In^lS^T W3S !Pf billio" at D?«mber 31. 2007. and the relate^p®^ bS obSns 

$3.?bWtoi?at Deramb^31° 2007. " th® s unfunded other long-term employee benefit plans were 

rp=nert^ntethe ^ P°tentia'imPact,on the company's pretax earnings due to changes in certain key assumptions 

Derember 31 200?^ Pension and other long-term employee benefit plans, based on assets and liabilities at 

(Dollars in millions) 1/2 P#!S!22 P°'nt 1/2 P®"*"  ̂Point 
Discount Rate $10 «'r^Se 

Expected rate of return on plan pension assets 110 ^ 

ASS?! SW0" ̂  resPec,,t0 Pension and other long-term employee benefits expenses, liabilities and assumptions is 
discussed under "Long-Term Employee Benefits" beginning on page 40. assumptions is 

Environmental Matters 
P"P°nt accrues for remediation activities when it is probable that a liability has been incurred and a reasonable estimate of the 

liability can be made. TTie company s estimates are based on a number of factors, including the complexity of the aeoloav the 

Pnwif n J*1®"1 °f rantamination, the type of remedy, the outcome of discussions with regulatory agencies and other 

ha« *iSwrh f«Sk%S ^ at multiparty sites and the number of and financial viability of other PRPs The company 
has recorded a liability of $357 million on the Consolidated Balance Sheet as of December 31 2007* these accrued liabilities 

exclude claims against third parties and are not discounted. ' ' accruea ,,aDII,tles 

.K°n5S:bl,erU[l^,tainty exists with resPect 10 environmental remediation costs and, under adverse chanqes in circumstances 

the potential liability may range up to two to three times the amount accrued. Much of this liability results from the 

rS'Ve E™ranme"tal Response, Compensation and Liability Act (CERCLA, often referred to as the Superfund) the 

Resource Conservation and Recovery Act (RCRA) and similar state laws. These laws require the company to undertake rertain 

mmra?nonll? • activities at sites where the company conducts or once conducted operations or at sites where 

nr^hahVo wastawas d|®.P°®®d- i™1® accrual also includes a number of sites identified by the company for which it is 

^vironmental remediation will be required, but which are not currently the subject of CERCLA RCRA or state 

enforcement activities. Federal and state authorities may seek fines and penalties for violation of the van^ lavreTnd 

governmental regulations and could, among other things, impose liability on the company for cleaning up the damaae resultina 

C0ER^PandyR?;Xated diSP°SaL °V6r fte "eXt ^ deCadeS' *e ""W ~u'd hcS^^ffSSrbSf* 

^^®diatiorlact,ivities vary substantially in duration and cost from site to site. These activities and their associated costs derand 

on the mix of unique site charactenstics, evolving remediation technologies, diverse regulatory agencies and enforcement 

remedfation rostsS presence or absence of PRPs- Therefore, it is difficult to develop precise estimates of future site 
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Legal Contingencies 
The company's results of operations could be affected by significant litigation adverse to the company, including product liability 
claims, patent infringement claims and antitrust claims. The company records accruals for legal matters when the information 
available indicates that it is probable that a liability has been incurred and the amount of the loss can be reasonably estimated. 
Management makes adjustments to these accrues to reflect the impact and status of negotiations, settlements, rulings, advice of 
counsel and other information and events that may pertain to a particular matter. Predicting the outcome of claims and lawsuits 
and estimating related costs and exposure involves substantial uncertainties that could cause actual costs to vary materially from 
estimates. In making determinations of likely outcomes of litigation matters, management considers many factors. These factors 
include, but are not limited to, the nature of specific claims including unasserted claims, the company's experience with similar 
types of claims, the jurisdiction in which the matter is filed, input from outside legal counsel, the likelihood of resolving the matter 
through alternative dispute resolution mechanisms and the matter's current status. Considerable judgment is required in 
determining whether to establish a litigation accrual when an adverse judgment is rendered against the company in a court 
proceeding. In such situations, the company will not recognize a loss if, based upon a thorough review of all relevant facts and 
information, management believes that it is probable that the pending judgment will be successfully overturned on appeal. A 
detailed discussion of significant litigation matters is contained in Note 19 to the Consolidated Financial Statements. 

Income Taxes 
The breadth of the company's operations and the global complexity of tax regulations require assessments of uncertainties and 
judgments in estimating the ultimate taxes the company will pay. The final taxes paid are dependent upon many factors, 
including negotiations with taxing authorities in various jurisdictions, outcomes of tax litigation and resolution of disputes arising 
from federal, state and international tax audits. The resolution of these uncertainties may result in adjustments to the company's 
tax assets and tax liabilities. It is reasonably possible that changes from future completed tax examinations could be significant 
when compared to the company's global unrecognized tax benefits, however due to the uncertainty regarding the timing of 
completion of these audits and the possible outcomes, a current estimate of the range of increase or decrease that may occur 
within the next twelve months cannot be made. 

Deferred income taxes result from differences between the financial and tax basis of the company's assets and liabilities and are 
adjusted for changes in tax rates and tax laws when changes are enacted. Valuation allowances are recorded to reduce deferred 
tax assets when it is more likely than not that a tax benefit will not be realized. Significant judgment is required in evaluating the 
need for and magnitude of appropriate valuation allowances against deferred tax assets. The realization of these assets is 
dependent on generating future taxable income, as well as successful implementation of various tax planning strategies. For 
example, changes in facts and circumstances that alter the probability that the company will realize deferred tax assets could 
result in recording a valuation allowance, thereby reducing the deferred tax asset and generating a deferred tax expense in the 
relevant period. In some situations these changes could be material. 

At December 31,2007, the company had a net deferred tax asset balance of $4,750 million, net of valuation allowance of 
$1,424 million. Realization of these assets is expected to occur over an extended period of time. As a result, changes in tax laws, 
assumptions with respect to future taxable income and tax planning strategies could result in adjustments to these assets. 

Valuation of Assets 
Assessment of the potential impairment of property, plant and equipment, goodwill, other purchased intangible assets and 
investments in affiliates is an integral part of the company's normal ongoing review of operations. Testing for potential impairment 
of long-lived assets is significantly dependent on numerous assumptions and reflects management's best estimates at a 
particular point in time. The dynamic economic environments in which the company's businesses operate and key economic and 
business assumptions with respect to projected selling prices, market growth and inflation rates, can significantly affect the 
outcome of impairment tests. Estimates based on these assumptions may differ significantly from actual results. Changes in 
factors and assumptions used in assessing potential impairments can have a significant impact on the existence and magnitude 
of impairments, as 
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timew.hiSh su°h impairments are recognized. Future changes in the environment and the economic outlook for the assets being evaluated could also result in additional impairment charges. Information with respect to the comoanv's sianificant 

accounting policies on long-lived assets is included in Note 1 to the Consolidated Financial^Stetem^te P YS sign,ficant 

Segment Reviews 

KmKK!S. •"* **™"' *•2X7 •2006 ™>2005 s 

Matoriate'i^lH'rwh1' ^n?7'th® company changed the alignment of certain businesses within Agriculture & Nutrition Performance 
SSSSLSSSST" Th^Se ch®"9es were made to better align the businesses with the particular gro^h platfo^ that 
2005opportunity for synergy and technology development in future periods. The 2006 and 
2005 segment information below has been reclassified to reflect the 2007 organizational structure. 

AGRICULTURE & NUTRITION 

Segment Sales PTOI 
(Dollars In billions) (Dollars in millions) 

2006 - " J"8-8 • ..$894 
2005 r - ~ . $60 $ 604 

- - 5 6.1 $ 8/5 

andsafewiff thanlnhJff^cn^l1® fomj)any'.f technology customer relationships and industry knowledge to improve the quantity quality 
a"d.faf®ty of.me gtobat food supply. Land available for worldwide agricultural production is increasinqlv limited Therefore in ^ 
production will need to be achieved principally through improving crop yields and productivity rather than throuah increases in nianted 

r t t o S x o S S Z 9 r a ' n S  a n d  S ° y  t h r ° U 9 h  i m p r o v e d  s e e d  t r a i t s -  s u P e r i o r  Q c m p l a s m  a n d  t h e  e f f e c t i v e  u s e  

Agriculture & Nutrition includes the company's wholly owned subsidiary. Pioneer Hi-Bred International Inr fPinneert ic 

operations, Pioneer increased market share in key segments supported by stronq product performance Pioneer 
gl0Kbal launch °f approximately 25 new soybean varieties and 130 new Pioneer® brand com5 

^gLteSde^of'Dow Weed mana9ement ^ highlighted by the expansion of the Herculex ^ family of traits. rwiirwiriauuiid VI will VVICt, UUIII lUUlWOim j 

Registered Trademark of Dow AgroSciences LLC 
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quarter 2007, Pioneer entered into a business agreement on com herbicide tolerance and insect control trait 

Ln^omo9fS K £ Mo"santo Company. Among other provisions, modifications were made to the existing com license 

i j ? Parf|es agreed to exchange certain non-assert and other intellectual property rights- and both Darties obtained 

Nntafi? vwtTr-06 certa|n regulatory data and approval in which the other party has certain interests. Refer to 
Note 11 to the Consolidated Financial Statements for further description of this agreement. 

f'^i=iiU,r5rf'r,Nutli,ion flso serves the global production agriculture industry with crop protection products in the arain and 

specialty crop sectors, forestry and vegetation management. Principal crop protection products are herbicides fungicides insect 

contra products and plant growth regulators. The segment continued to expand its presence in frdt and vS 

writWn the exp?"d produ9t offerings in the professional pest control market. Additionally, the segment operates 

LJmit^d The So^ Company '"eluding soy proteins and lecithins through its majority-owned venture with Bunge 

!C,nH2^U:«e se2Tent lau??1f.d a restructuring plan to increase investment in plant genetics, biotechnoloav and other arowth 

opportunities while consolidating manufacturing assets, technology centers and marketing strategies in its nutrition and crop 

protection businesses. The segment recorded a charge of $122 million in the tourtttquaiSrSformSk^MM^^and 

a®®® J"ipa,lTr'e"ls associated with this investment and streamlining plan. The plan includes the closure of manufacturina units 

and the elimination of approximately 1,500 positions. Operating costs savings of aDDroximatelv Sion miitinn nBruoaru^ho 
reinvested into the seed business (see Note 4 to the ConWteTFinlndK 

of $40 million were realized, which partially offset the growth investment in the seed business. ' savings 
ver?us *°°6 Sales of $6.8 billion were 14 percent higher reflecting 9 percent higher USD sellina Drices and a 5 Dereant 

wei H'9her USD selling prices reflected a richer mix of com and soybean seed, and crop protection herbicides and fungicides-Volume increases were driven by com seed sales in North America, herbicides in Europe and funaicides in Latin 
America, partially offset by a decrease in the sale of soybean seed on lower planting acrea^ in Nol Mrlrica 9 

2007 PTO! rfnS^iIliCrXe,SU^ $604 in 2006- 2006 PTOI included a $122 million restructuring charge. In addition 

and 9a'nS' 0ffSet by higher production costs across •** of the segment 

2006 versus 2005 Sales of $6.0 billion were 1 percent lower reflecting slightly lower USD selling Drices and volumes Lower 
selling pnees reflected declines in the crop protection market partially offset by prices for a richer mix in com and sovbean seed 

Volume declines were dnven by lower com seed sales in North America, specialty productsinlndfea^ 

2006 PTOI was $604 mflljon versus $875 million in 2005. The decline in 2006 PTOI reflected the charae of S122 million 
dashc"badab,°ve: I" addition 2006 PTOI reflected the sales decline and higher profuSonc^i^ 

slightly offset by income related to technology transfers, licensing agreements and asset sales. 

Outlook In 2008, the segment anticipates continued PTOI growth through increased Pioneer com value offerinos includino 
stacked traits and seed treattnents in the U.S. and Canada. Pioneer will build on their North!Sran p^uc"Xrinos Sthe 

add*°" ofapproximatelySOnew soybean varieties and 60 new Pioneer8 brand com hybrids. Ininternational^operations Pionler 

? market share gains supported by strong product performance. Pioneer also expects continued market share 

E T3 including the U.S., Canada and Brazil. The segment's introduction of new crop protection products 

is projected to dnve volume gains, particularly in Europe and Latin America, and higher benefits from the 2006 restructurina 

sates^ncf rnaricefl^wifl1 b^r^a-aflng'^irtorerodUC,IOn ^ ̂  material C0Ste a"d COntinued growth investments in research. 
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COATINGS & COLOR TECHNOLOGIES 

Segment Sales PTOI 
(Dollars in billions) (Dollars in millions) 

2007 • "™ _ , •/ - .. - ; 
2006 . | | 
2005 r" — " • r — .$ 817 

- • - - • • • •  i l l  $ 5 3 6  

Coatings & Color Technologies is one of the world's leading automotive coatings suppliers and the world's largest manufacturer 
^ Products offered include high performance liquid and powder coatings for automotive OEMs 

r ? f xh a 9ener5 mdustnal applications, such as coatings for heavy equipment, pipes and appliances and 
electncal insulation. The company markets its refinish products using the DuPont , Standox®, Spies Hecker® and Nason^ brand 
names. Standox and Spies Hecker are focused on the high-end automotive aftermarkets, while Nason is primarily focused 

pCX7ô ,̂ Sp̂ S DuPont Ti~Pure ti,anium dioxide products-in both slunyand 

tetrachlonde facility at its titanium dioxide plant in Tennessee. 

The key markets in which Coatings & Color Technologies operates continued to grow in 2007, with more significant growth in 
ab^utl percenr^Sb® ^ di°Xide wWte pigment was atron® in ^>Ch gioba?Sl= up 

•,"y" **Pacfcus- - *•"»• sM'SS,, 

???/«u^tSi2006 S.ales of ^6"6 bill!on we,r® yp 5 percent, reflecting about 4 percent higher USD selling prices for the segment 
as well as a 1 percent increase in volume. USD selling prices were higher across a majority of the segment's products The 
increase in volume was primarily attributable to the sales of titanium dioxide, particularly in Europe and Asia Pacific This 
increase was; partially offset by declines in volume for products sold to automotive OEM producers, primarily in North America 
and Europe. Volumes for sales of refinish products were relatively flat as compared to 2006. 

mI21t2rt0rEInfh?^l=i!N2nncr^fsed from W17 million in 2906. The PTOI improvement was primarily the result of higher 
revenue dnven by higher USD selling prices and benefits realized from the 2006 restructuring program, partially offset bv higher 

transportation costs. PTOI in 2006 included a net charge of $132 million for restructuring and $30 million 
fhe^on«nMa^ ̂  !£e transformat,on P|an that was initiated in the first quarter 2006 (see Note 4 to 
rofafod to the S Wer* part,Blly °ffset by $142 mi,lion in insurance Pro<*®<*. P^arily 

i°n0LVJtî n=i '3fbillion Vere up 4 P®"^' reflecting about 2 percent higher USD selling prices for the segment. 
An additional 2 percent increase from volume was pnmanly realized in the pigments business, reflectina strona alobal demand as 
well as foe first quarter startup of the DeLisle, Mississippi plant following Hurricane Katrina. Higher sellinq prices reflected 
concerted efforts within the segment to increase prices for the majority of its products as part of its efforts to offset foe impact of 
higher raw material costs and the impact of lower global OEM automotive volumes. 

PTOI in 2006 of $817 million increased from $536 million in 2005. Lower fixed costs in both years and hioher volumes in 
piS^ents contributedI to foe improved 2006 earnings. PTOI in 2006 included a net charge of $132 million for restoring and 
trfthlThi1^ Pnrn®Pjy accejfreted depreciation. 2006 PTOI also included $142 million in insurance proceeds, primarily related 
to the hurricane damages suffered in 2005.2005 PTOI included charges of H 1 M y reiaieg 
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asset^at^^et^s\°(^edd^hunicanesreSt0rat'0n °f manufacturin9 °Perations'35 we» as *a write-off of inventory and plant 

20°8 sre expected to increase modestly, reflecting emerging market growth and pricing actions Industrv 
9 nTt»nt r .v d,0Xld®expected to moderate in 2008, in line with more moderate global economic growth of about 
2008^orf«tTn^?= tee global coatings industry will continue to provide a challenging operating environment in 

? n refinish markets tn mature economies while strong growth is expected to continue in 
markets. Profitability of coatings sold to automotive OEM producers is highly dependent upon volume at specific Dlants 

PP,™Pa»n¥ services. Global automotive industry builds in 2008 are expected to be slightly higher than 2007 with moderate 
Srth !Q Amenca, partially offset by slightly lower levels in North America. Significant segment PTOI growth is expected based upon sales growth and exist productivity gains. ^ 1 ul 

ELECTRONIC & COMMUNICATION TECHNOLOGIES 

Segment Sales PTOI 
(Dollars in billions) (Dollars in millions) 

2007 
2006 
2005 

$ 3.8 $ 594 
| 3_6_ — $_5Z7_ 

$..&A.~ . . $.558 

^•munic5tic"? Technologies provides a broad range of advanced materials for the electronics industry 
flexograph c pnnting and color communication systems and a wide range of fluoropolymer and fluorochemical products The 
segment also continues to pursue development activities related to displays and alternative energy. 

The sesn,e'"'s ho*-1 SSfSSfff •nd 

K^fiSsaa ssssss ssssr' * "",nral 

The segment also includes a portfolio of industrial and specialty fluorochemicals and fluoropolymers that are sold into the 
refrigerafion. msu ation aerosol propellants, fire extingutehants, telecommunications, aerosSautK 
chemical processing and housewares industries. K ' e, eiec«ronics, 

oinn!??Jf«L^0mimU.nic^ti0n«Techn^'09ies teverages DuPont's strong materials and technology base to target growth 
com!!!!! in electronics, fluoropolymers, fluorochemicals, packaging graphics, ink-jet and photovoltaic materials In 

v i tebncation, packaging and interconnect, the segment is extending and broadening its portfolio of materials to 
cmhoHHoH needs in the industry, e.g., chemical mechanical planarization for semiconductor manufacture flex circuitry and 
teariinn materia? ^ i"9 miniaturization, in the rapidly growing market for flat panel displays, the segment continuesTo be a 
owtafdknlauc enrh ih°r d'aplays-'? a.ddition>the segment is developing new innovative technologies for liquid 

^ w 5? ^ers and d,splay films, while continuing to invest in developing materials technologies for 
organic light-emitting diode (OLED) displays and field emission displays. In fluoropolymers and fluorochemicals the seament 
So hinhSot^UhrSa"e produ? rene„W?' ir"?.ovatio,ns such as ne* generation refrigerants" whNe brS 
IClHrtH^inn ^ photovoltaics. In packaging graphics, products such as CyrerFAST^ have rapidly grown 
for ink^jet appltcffons S teadership position. Also, DuPont is maintaining its leadership position in black pigmented inks 
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i«n 3S£Z?J22!5 ?f 538 billT were HP 6 Percent versus 2006, reflecting 5 percent volume growth and 1 percent hioher 
grtts'KesSdeW ^ dU® l° in°reaSed demand for ""^P^ucts and packaging graphics. Sales 

PTOI in 2007 was $594 million, an increase of 3 percent compared to 2006. This increase reflects •> nerrent c9i»c 
prowth, as well as the benefit of $53 million related to a gain on a land sale and inventory valuation adjustments These 
initiatives.W6re p y et y h'9her in9redient and transportation costs, as well as increased fixed cost from growth 

2006 versus 2005 Sales of $3.6 billion increased about 5 percent over 2005, reflecting 2 percent hioher USD nrices mnniorf 
Hinh^r uSh IS.OC lnJ.^v.ement in volume.Price improvements reflect higher metals prices primarily for microcircuit materials 
Higher volumes reflect increased demand for fluoroproducts and electronic materials. Sales growth was strongest outside the 

S 3 I million versus $558 million in 2005. Earnings growth in 2006 resulted from improved volume 
£mpaTs S 2005 PT& included a gain of $48 million on'the sale of thl' 

Outlook For 2008, moderate sales growth is expected with gains in electronic materials, fluoropolvmers and Dackaaina 
f ®fi3m®nt a pJOJ is expected to reflect moderate sales growth for 2008 versus 2007, modestly offset by 

new applications, emerging markets and technologies. This segment manufactures products that could be 
affected by uncertainties associated with PFOA matters. See the discussion on pageTuSer the sTbheading P^OA 
PERFORMANCE MATERIALS 

Segment Sales PTOI 
(Dollars in billions) (Dollars in millions) 

2006 f f ® $ 626 
2005 | |-2 $ 559 

$ 6.*t $ 515 

*nd •« « - •*»»-. 

were ori9ina"y included in Ihe 2006 Agriculture & Nutrition reslnjcturing plan (see 
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On June 30,2005, DuPont completed a transaction with Dow related to DuPont Dow Elastomers LLC (DDE), a 50/50 joint 
venture. Dow acquired from DDE certain assets related to the Engage , Nordel and Tyrin businesses. Upon the completion of 
this transaction, the remaining elastomers business became a wholly owned subsidiary of DuPont and was renamed DuPont 
Performance Elastomers, LLC. In response to a long-term declining demand for the poiychloroprene products and the 
anticipated capital investment requirements at the Louisville, Kentucky facility, the company is consolidating production at its 
upgraded LaPlace, Louisiana facility. On December 31, 2007, the company initiated the shutdown, abatement and 
dismantlement process at the Louisville facility. In 2005, the company recorded a restructuring charge of $34 million, reflecting 
severance and related costs for approximately 275 employees. Cash payouts of $25 million are largely expected to be paid in 
2008. Annual cost reductions related to ceasing neoprene production at Louisville and consolidating production at LaPlace are 
expected to offset reduced revenue related to declining demand. 

2007 versus 2006 Sales of $6.6 billion were 7 percent higher than 2006 reflecting 8 percent higher USD selling prices, partly 
offset by 1 percent lower volume. Sales volume declines reflect the impact of ingredients shortages, temporary operating unit 
shutdowns and softness in North America, principally in the automotive markets, partly offset by volume improvements in Latin 
America, Europe and Asia. 

2007 PTOI increased 12 percent to $626.2007 PTOI included an impairment charge of $165 million to write down the company's 
investment in a polyester films joint venture. The impairment resulted from several factors, including adverse changes in market 
conditions and the rapid rise in oil-related raw material costs, which have had a negative impact on the profitability on the 
venture's operations in North America and Europe. PTOI in 2006 included a $72 restructuring charge. Improvement in 2007 
PTOI was driven by improved pricing, which reflected both the offset of the ingredient cost increases seen during the year and 
improved product sales mix, and positive currency benefits, Offset in part by the weaker volume. The segment is involved in the 
elastomers antitrust matters and recorded a net $20 charge in 2007 related to these matters (see Note 19 to the Consolidated 
Financial Statements). 

2006 versus 2005 Sales of $6.2 billion were 2 percent higher than 2005 reflecting 3 percent higher USD selling prices, partly 
offset by 1 percent decline in volume. Sales volume reflects the year over year impact of the businesses transferred to Dow at 
June 30,20O5. Excluding from 2005 the saies related to assets transferred to Dow ($386 million), sales volumes were up 
reflecting stronger business environment in Asia and Europe and the recovery from the segment's business interruption due to 
the 2005 hurricanes. 

PTOI in 2006 was $559 million compared to $515 million in 2005. 2006 PTOI included the $72 million restructuring charge. 2005 
PTOI included a $17 million hurricane charge, $47 million in operating income related to certain DDE assets sold, a $25 million 
gain on sale of these DDE assets and a charge of $34 million related to the planned consolidation of the company's neoprene 
operations at its LaPlace, Louisiana facility. 

Outlook Global automotive industry builds in 2008 are expected to be slightly higher than 2007 with moderate growth in Asia 
Pacific and Latin America, partially offset by slightly lower levels in North America. However, the half year pattern is expected to 
be the reverse of 2007 with higher production in the second half of 2008. Global packaging market growth is expected to remain 
at current levels. The residential construction market in North America is expected to continue to be weak through 2008, but it is 
anticipated that the electrical and electronics markets will continue to improve. The 2008 outlook also assumes a second half 
softening from a weak petrochemical cycle. Revenue growth is expected to continue through volume growth and higher USD 
selling prices in 2008. PTOI is expected to increase, benefitting from higher revenue, price increases, improved fixed cost 
performance and customer-driven innovations for products and processes. The level of earnings improvements in 2008 will 
depend on offsetting the continued high intermediate feedstock costs with price increases and further productivity gains. 
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SAFETY & PROTECTION 

Segment Sales PTOI 
(Dollars in billions) (Dollars in millions) 

2006 £ ®*S $ 1,199 
2005 I I f £ 1«°80 

$ 5.1 . 094 

?a/fX,t Protection satisfies the growing global needs of businesses, governments and consumers for solutions that make life 
TWek^^Nnmpv^lSote^p' ®y "n,t,n9 ™a*et-driven science with the strength of highly regarded brands such as Kevlar® 
Tyvek and Nomex , Safety & Protection has built a unique presence in the marketplace since its inception in 2002. 

The segment's businesses serve customers in diverse markets that include construction, transportation communications 
industnal chemicals, oil and gas, eiectnc utilities, automotive, manufacturing, defense, homeland security and safety consulting. 

sarvin9 its existing customer base, Safety & Protection is investing in the future by expanding into emerging 

• PoS! ̂ °oynarf ? segment has achieved strong double-digit growth in Greater China, India Eastern Eurooe 

^m®r,ca-®atety & Protection is focusing its efforts globally on four major value propositions where it has a distinct 

competitive advantage: protecting lives, safe and durable buildings, protecting critical processes and protecting the environment. 

n^r^nl7rl^tf^rr,f?,d stroI19 P0f]bons in the life protection markets due to continued demand for body armor and 
£f»k? n» fi? • f, for tJl® military, law enforcement personnel, firefighters and other first responders, as well as for workers 

h ti?if lndust7a"d '".emerging regions. Global demand for products that prevent disease and improve productivity in 
clfterinne a»h ln ^, continue to create growth opportunities for the segment's clean and disinfect 
solutions' onal,y'the surfaces Protection businesses continue to offer new products that meet demand for sustainable 

In 2007, DuPont announced a $500 million investment at its Cooper River site near Charleston, SC. to siqnificantlv expand 
* arI,d fib®r.for'ndu|Sfrial and military uses as well as investments in related polymer production 

a'so announced a multi-product, multi-region expansion plan to increase worldwide capacity of DuPont*" 
wa^mp!etedT2007.eXPe ^ th8n $1°° mi"i0n the three"Part expansion plan for Nomex™ theTst phase 

Safety & Protection continues to strengthen and enhance the building envelope and building interiors with offerings that imrwove 
comfort, energy efficiency, air quality and protection from the elements. In 2007, the busineLXdu^ 
globally!. including new Conan surfaces and the metalized Tyvek® product family. The business is also takina advantaae of 
modeling?StePPOrtUn,t,eSCh'na' lnd'a a"d EaStem Eur°pe while focusin9 even more on commercial construction and 

Through its consulting services businesses, Safety & Protection continued to help organizations worldwide reduce workDlace 
injunes and fatalities while improving operating costs, productivity and quality. DuPont is a leader in the safety consulting field 
selling training products, as well as consulting services. Additionally, Safety & Protection is dedicated to clean air cleaMuel and 
F_'®a" ^ater with offerings that help reduce sulfur and other emissions, formulate cleaner fuels, or dispose of liquid waste Its' goal 
aswd?uforSovemmenTlnWtes""1^ env,ronmental compliance for companies in the refining and petrochemical industries, 

2007 versus 2006 Sales of $5.6 billion were 3 percent higher than last year, due to higher USD selling prices across all 
businesses within the platform. Sales volumes remained relatively flat as higher sales of Kevlar® and Nomex^ were offset bv 
decreased sales of products for U.S. residential construction markets. « ui rvev.ar ana Nomex wereottsetby 

h i l t e l r ' M i 0 n '  a3 1-1  P®"»nt2ver the Prior year- The increased earnings were primarily due to 
Kevlar and Nomex . 2006 PTOI included a $47 million asset impairment charge related to an industrial chemical 

asset held for sale, partially offset by a $33 million benefit from insurance proceeds. 
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2006 versus 2006 Sales of $5.5 billion were up 7 percent due to 5 percent higher USD prices and 2 percent higher volumes. All 
businesses in the platform grew sales year over year with the strongest growth in chemical solutions and aramids. Segment 
sales experienced slower U.S. growth as a result of shifts in demand for construction, but were offset by higher sales growth in 
other regions, especially emerging regions. 

PTOl in 2006 was $1 080 million, up 9 percent from $994 million in die prior year. The increase in PTOI reflects pricing gains and 
tight fixed cost control. 2006 PTOI included a $47 million asset impairment charge related to an industrial chemical asset held for 
sale, partially offset by a $33 million benefit from insurance proceeds. 

Outlook Safety & Protection will continue to drive growth in its product lines globally with the strength of its brands. U.S. and 
global demand for Kevlar and Nomex is expected to remain strong. The personal protection, medical packaging and medical 
fabrics market segments are expected to grow during the year. Volume declines in the U.S. residential construction market will 
continue, but are expected to be mitigated by continued growth, in commercial, remodel and non-U.S. construction markets 
Overall, continued revenue growth and moderate earnings growth in 2008 is expected based on continued market penetration, 
the introduction of new products and technologies and continued investment in its growth initiatives. 
PHARMACEUTICALS 

Segment Sales PTOI 
" - * (Dollars in billions) (Dollars in millions) 

iSSI I : - 15S 2KB- . . .  • -- .. J.r: IJsl . 
2*1 ^ • 2001, DuPont Pharmaceuticals was sold to the Bristol-Myers Squibb Company. DuPont retained its interest in 
Cozaar (losartan potassium) and Hyzaar (losartan potassium with hydrochlorothiazide). These drugs were discovered by 
DuPont and developed in collaboration with Merck and are used in the treatment of hypertension. The U.S. patents covering the 
compounds, pharmaceutical formulation and use for the treatment of hypertension, including approval for pediatric use will 
expire in 2010. DuPont has exclusively licensed worldwide marketing and manufacturing rights for Cozaar® and Hyzaar® to 
Merck. Pharmaceuticals receives royalties and net proceeds as outlined below. Merck is responsible for manufacturing 
marketing and selling Cozaar and Hyzaar . 

Pharmaceuticals Cozaar®/Hyzaar® income is the sum of two parts derived from a royalty on worldwide contract Islet sales linked 
to the exclusivity term in a particular country, and a share of the profits from North American sales and certain markets in Europe 
regardless of exclusivity term. Patents and exclusivity have already started to expire and the U.S. exclusivity for Cozaar® ends in 
April 2010. The worldwide agreement terminates when the following conditions are met: (i) the Canadian exclusivity ends in 
2013, and (ii) North American sales fajl below a certain level. Therefore, absent any major changes in the markets, the company 
expects its income to take its first significant step—down in 2010, and from that year on, continue to step-down each year to zero 
when the contract ends, which is expected to be after 2013. The company cannot predict the magnitude of the earnings 
step-down in each year. In general, management expects a traditional sales and earnings decline for a drug going off patent in 
the pharmaceutical industry. 

Outlook DuPont and Merck continue to support Cozaar® and Hyzaar® with clinical studies designed to identify additional 
therapeutic benefits, for patients with hypertension and co-morbid conditions. The company expects the ongoing 
Cozaar /Hyzaar collaboration to continue to be an important contributor to earnings until the U.S. patents expire in 2010. 
Thereafter, earnings are expected to decline significantly as outlined above. 
OTHER 

The company includes embryonic businesses not included in the growth platforms, such as applied biosciences and nonaligned 
businesses in Other. Applied biosciences is focused on the development of biotechnology solutions using biology, chemistry, 
materials science and engineering in an integrated fashion to serve our customers. Specific growth projects across the company 
globally are consolidated within applied biosciences to capitalize on the market 
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th^i^rw!9* ne®ds,ill,his high-growth industry, including crop-based products and technologies, the biorefinery 

HP^r . En5r9y 3nd ^ development of advanced biofuels technologies through a collaboration with 
BP p.l.c. The first advanced biofuels product from this partnership will be biobutanol. 

DuPont partnered with Tate & Lyle PLC to produce 1,3-propanediol (Bio-PDO®) using a proprietary fermentation and 

Pfotfss based on com sugar. Bio-PDO® is the key building block for DuPont® Sorona® polymer and DuPont® 

Cerenol polyols, two new families ofrenewably sourced products. It is also being marketed for use as an ingredient in nearlv a 

mZeSnn?nCLappliCatl0?S ?T,9.in91from ^ustriafto personal care uses. The first (immercial-scale plant to minuSre 

pipeline 6930 productlon In November 2006- making the beginning of commercial availability of the company's bio-based 

o th5 Production of nylon-6 polymer versus the production of renewably sourced Sorona ® with 

Bio-PDO shows significant environmental benefits. The Sorona® process uses 30 percent less energy than nylon-6 
Greenhouse gas emissions from the Sorona® operations are 63 percent lower than nyton-6 manufacturing 

including bio-based content stored in the product a 

Nonaligned businesses include activities and costs associated with Benlate® fungicide and other discontinued businesses and 

since January 2005. activities related to the remaining assets of Textiles & Interiors. In 2005, the company completed the transfer 

^C , a,ndfold ds interest in another equity affiliate. In January 2006, the company completed the sale 

Interiors 3 3 t0 lts eQu,ty partner for proceeds of $14 million thereby completing the sale of all the net acgptg 

In the aggregate, sales in Other for 2007, 2006 and 2005 represent less than 1 percent of total segment sales. 

PTOI in 2007 was a loss of $224 million compared to a loss of $173 million in 2006. The 29 percent increase in the pretax loss 

was primarily due to higher inventory, freight and business development costs. PTOI in 2007 included litigation charges for 

former businesses of $69 million. PTOI in 2006 included a charge of $27 million to write down certain specialty resins 

manufactunng assets to estimated fair value. 1 

PTOI in 2006 was a loss of $173 million compared to a loss of $90 million in 2005. The losses in 2006 are reflective of the 

concentration of activities in applied biosciences and include the $27 million charge to write down certain specialty resins 

manufactunng assets to estimated fair value. PTOI in 2005 included a net gain of $62 million related to the disposition of eauitv 

affiliates, pnmanly associated with the Textiles & Interiors separation. 

Liquidity & Capital Resources 
Management believes that the company's ability to generate cash and access the capital markets will be adequate to meet 

anticipated future cash requirements to fund working capital, capital spending, dividend payments and other cash needs for the 

foreseeable future. The company s liquidity needs can be met through a variety of sources, including: Cash provided by 

? . and F?sh equivalents, Marketable securities, commercial paper, syndicated credit lines, bilateral credit 

tines, equity and long-term debt markets and asset sales. The company's current strong financial position, liquidity and credit 
ratings provide excellent access to the capital markets. 

Pu*u3"it0 il®°®sh discipline policy, toe Company seeks first to maintain a strong balance sheet and second, to return excess 

cash to shareholders unless toe opportunity to invest for growth is compelling. Cash and cash equivalents and Marketable 

?Hnbes f!?088/3 -4 billion as of December 31,2007, provide primary liquidity to support all short-term obligations In the 

unlikely event that toe company would not be able to meet its short-term liquidity needs, toe company has access to 

Sties Credit r'neS ^ several major facial institutions. These credit lines are primarily multi-year 

The company continually reviews its debt portfolio for appropriateness and occasionally may rebalance it to ensure adequate 

liquidity and an optimum matunty debt schedule. 4 
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The company's long term and short term credit ratings have not changed over the last three year ends and are as follows: 

Standard & Poor " Long-term Short term Outlook 
Moody's Investor Services A2 PI 
Fitch Ratings y? "Iff 

2006 2005 
$ 2,542 

(Dollars In millions) 2007 
Cash provided by operating activities $ 4>29o $ 3J36 

by- operatinF activities was $4.3 billion in 2007, a $554 million increase from the $3.7 billion 

generated in 2006. The increase is pnmanly due to higher earnings after adjusting for noncash items. Net income for 2006 

na»^u^f£-n0ncal!1 lax '>ene^s 4$61S million (see Note 6 to the Consolidated Financial Statements.) While the change in 

net working capital was essentially flat year over year, the company did realize productivity gains in inventory days supply and 
days payable outstanding. However, days sales outstanding slightly increased. inventory oays supply and 

^®<?^P^y'®Cas^.pr?vided b¥ operating activities was $3.7 billion in 2006, a $1.2 billion increase from the $2.5 billion 

The increase is pnmanly due to higher net income in 2006 and a reduction in contributions made to pension 

SluonUSS„,y timing of tax payments. Working capital productivity measures of days sales outstanding and 

inventory days supply were essentially flat in 2006 versus 2005, while days payable outstanding slightly decreased. 

(Dollars in millions) 2007 moa mob 
Cash used for investing activities $(1,750) $(1,345) $ (602) 

billion """Pared to $1.3 billion used in 2006. The $405 million increase 

fr settlement of forward exchange contracts and a slight increase in capital spending, partially offset by 

ic^frf E?assets-Due to the impact of a weakening USD, the settlement of forward exchange contracts 

«2ftlmmi^^onri7EPrnpan^S axP°?E!?<; ¥,rUrr?n£X' related to monetary assets and liabilities resulted in the payment of 
$285 million in 2007 versus the receipt of $45 million in 2006. The forward exchange contract settlements were largely offset bv 

Cas^Ffows hedged, which are reflected in the appropriate categories in the Consolidated Statements of 

invastin? activities totaled $1.31 billion compared to $602 million used in 2005. The increase reflects 

higher purchases of property, plant and equipment and lower proceeds from the sale of assets. In addition due to the inroads of 

^?aw?nlng UJP'the s?«ement of forward exchange contracts issued to hedge the company's net ensure by current 

•17 asse.ts an,d llablllt'®s resulted in the receipt of $45 million in 2006 versus the receipt of $653 million in 2005 

in the Consro^fded^tde^nts 'temS ^ hed9ed' Whi°h are refleCted in the aPProPriate categories 

Purchases of property plant and equipment totaled $1.6 billion, $1.5 billion and $1.3 billion in 2007 2006 and 2005 resoectivelv 

^nSSfh200^ pu£hases 0f pl?nt' proper*y and equipreent to be higher than 2007 lev^ 

spending is primanly based on the company s previously announced investments in Kevlar®, Nomex® and titanium dioxide. 
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(Dollars in millions) 2007 2006 2005 
Cash used for financing activities $ (3,069) $ (2,323) $ (2,851) 

The $746 million increase in Cash used for financing activities in 2007 compared to 2006 was primarily due to the company's 
share repurchase activity, partially offset by the increase in proceeds from stock options exercised. The $528 million decrease in 
Cash used for financing activities in 2006 compared to 2005 was primarily due to the company's borrowinqs and share 
repurchase activity. 

Total debt at December 31,2007 was $7.3 billion, a $205 million decrease from December 31,2006. This decrease was 
M.e t0."!? repayment of borrowings related to the 2005 AJCA cash repatriation program, partially offset by the issuance 

of $750 million in 5 year notes in December 2007. ' 

Total debt at December 31,2006 was $7.5 billion, a $650 million decrease from December 31,2005. This decrease was 
TSlPIHr ? ̂ « e repayment of borrowings related to the 2005 AJCA cash repatriation program, partially offset by the issuance 
of $1 billion in 10 and 30 year notes in December 2006. ' 

Dividends paid to common and preferred shareholders were $1.4 billion in 2007,2006 and 2005. Dividends per share of common 
stock were $1.52, $11.48 and $1.46 in 2007,2006 and 2005, respectively. The common dividend declared in the first quarter 2008 
was the company s 414th consecutive dividend since the company's first dividend in the fourth quarter 1904. 

The company's Board of Directors authorized a $2 billion share buyback plan in June 2001. During 2005, the company 
purchased and retired 9.9 million shares at a total cost of $505 million. During 2007 and 2006, there were no purchases of stock 
under this program. As of December 31,2007, the company has purchased 20.5 million shares at a total cost of $962 million 
Management has not established a timeline for the buyback of the remaining shares of stock under this plan. 

In October 2005, the Board of Directors authorized a $5 billion share buyback plan. In October 2005, the company repurchased 
75.7 million shares of its common stock under an accelerated share repurchase agreement and paid $3.0 billion tor the 
repurchase. Upon the conclusion of the agreement in 2006, the company paid $180 million in cash to Goldman, Sachs & Co. to 
settle the agreement. Additionally, in 2006, the company made open market purchases of its shares for $100 million. In 2007 the 
company purchased 34.7 million shares for $1.7 billion, thereby, completing this program. See Note 20 to the Consolidated 
Financial Statements for a reconciliation of shares activity. 

Cash, Cash Equivalents and Marketable Securities 
Cash and rash equivalents and Marketable securities totaled $1.4 billion at December 31, 2007 and $1.9 billion at December 31, 
2006 and 2005. The $457 million decrease from 2006 to 2007 is primarily due to the company's share repurchase activity as 
well as rash used to meet other business requirements. 

Off-Balance Sheet Arrangements 
Certain Guarantee Contracts 
Indemnifications 
The company has indemnified respective parties against certain liabilities that may arise in connection with acquisitions and 
divestitures and related business activities prior to the completion of the transactions. The terms of these indemnifications, which 
typically pertain to environmental, tax and product liabilities, are generally indefinite. In addition, the company indemnifies its duly 
elected or appointed directors and officers to the fullest extent permitted by Delaware law, against liabilities incurred as a result of 
their activities for toe company, such as adverse judgments relating to litigation matters. If toe indemnified party were to incur a 
liability or have a liability increase as a result of a successful claim, pursuant to the terms of the indemnification, the company 
would be required to reimburse the indemnified party. The maximum amount of potential future payments is generally 
,nd®!^Jna!3,.e-The carrXlrT9 amounts recorded for all indemnifications as of December 31, 2007 and 2006 were $101 million 
and $105 million, respectively. Although it is reasonably possible that future payments may exceed 
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Agreement is $70 million and is included m the indemnifications balance of $101 million at December 11 ?nrv7 Th«» f=ir i 

Obligations for Equity Affiliates and Others 
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Contractual Obligattans 
Information related to the company's significant contractual obligations is summarized in the following table: 

(Dollars In millions) . 
Long-term and short-term deht! 

Total at 
December 31, 

2007 
$ 5,966 

.2008 
$. 21 

Payments Due In 

2009 - 2011-
2010 2012 

$2,437 $ 414 

2013 and 
beyond 
$3,064 

Expected cumulative cash requirements for 
interest payments through maturity 2,497 320 474 359 1,344 

Capital leases1 " 13 . 3 4 1 5 
Operating leases 1,020 328 324 209 159 
Purchase obligations 2 

Information technology infrastructure & 
services 

Raw material obligations 

Utility obligations 
INVISTA-related obligations 3 
Human resource services 

. Other 4 

123 
685 
.438 
821 
327. 
23 

68 
260 
140.. 
351 
. 18.-

36 
208 

. . 1Q6 
199 

. . 38 

14 
120 

. 75 
183 
91 

5 
97 

117 
88 

180 
. . . . .  1  

Total purchase obligations 2,417 859 587 483 488 
Other liabilities 1's 

Workers'compensation 
Asset retirement obligations . 
Environmental remediation. 
Legal settlements .. 
License agreement6 
Other7 

75 
62 

357 . 
70 

703 
119 

13 
a 

84 
38 

110. . 
21 

38 
26 

. 114 
26 

. 180 
.. .25. . 

12 
13 
69 
6 

.179 
15 

12 
14 
90 

234 
58 

Total other long-term liabilities 1,386 275 409 294 408 
Contractual tax obligations 8 80 80 _ _ _ 

Total contractual obligations $ 13,379 $ 1,886 $ 4235 $ 1,760 $ 5,498 

1 Included in the Consolidated Financial Statements. 

2 fel" ^^^SpecHy^°rminimUmquan,ities: 

3 Includes raw material supply obligations of $744 million and contract manufacturing obligations of $77 million. 

4 roSing^nfracts obli9ations associa,ed with distribution, health care/benefit administration, research and development and other professional and 

5 Benefits. postretirement beneffi obligations have been excluded from the table as they are discussed below within Long-Term Employee 

6 5SSm5th?CoSid̂  RnaSln4m^sa liCe"Se 39reement betWee" Pfeneer HhB,Bd lntemaltonal-and ^onsento Company. See 

7 Primarily represents employee-related benefits other than pensions and other postretirement benefits. 

6 ssrsK sff8.*ssrs 
££££,'SiSSSS!™*and 6",,os11,6 
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Long-Term Employee Benefits 
The company has various obligations to its employees and retirees. The company maintains retirement-related proqrams in 
many countries that have a long-term impact on the company's earnings and cash flows. These plans are typically defined 
benefit pension plans, as well as medical, dental and life insurance benefits for pensioners and survivors anddisability and life 
insurance protection for employees. Approximately 80 percent of the company's worldwide benefit obligation for pensions and 
essentially all of the company's worldwide other long-term employee benefit obligations are attributable to the U S benefit plans 
Pension average for employees of the company's non-U.S. consolidated subsidiaries is provided, to the extent deemed 
appropnate, through separate plans. The company regularly explores alternative solutions to meet its global pension obligations 

^ m?!lnPr Possible as demographics, life expectancy and country-specific pension funding rules change. 
Where permitted by applicable law, the company reserves the right to change, modify or discontinue its plans that provide 
pension, medical, dental, life insurance and disability benefits. 

Benefits under defined benefit pension plans are based primarily on years of service and employees' pay near retirement 
Pension benefits are paid pnmarily from trust funds established to comply with applicable laws and regulations. Unless reauired 
by law, the company does not make contributions that are in excess of tax deductible limits. The actuarial assumptions and 
procedures utilized are reviewed periodically by the plans' actuaries to provide reasonable assurance that there will be adequate 
™s f0'.the Payment of benefits. By law, no contributions are currently required to be made to the principal U.S. pension plan in 
2°08 and no contributions are currently anticipated. Contributions beyond 2008 are not determinable since the amount of any 
contnbution is heavily dependent on the future economic environment and investment returns on pension trust assets 
U.S. pension benefits that exceed federal limitafions are covered by separate unfunded plans and these benefits are raid to 
pensioners and survivors from operating cash flows. 

Funding for each pension plan is governed by the rules of the sovereign country in which it operates. Thus, there is not 
necessarily a direct correlation between pension funding and pension expense. In general, however, improvements in plans 
funded status tends to moderate subsequent funding needs. In 2007, the company contributed $277 million to its pension plans 
The company anticipates that it will make approximately $250 million in contributions in 2008 to pension plans other than the 
principal U.S. pension plan. 

The Pension Protection Act of 2006 (the "Act") was signed into law in the U.S. in August 2006. The Act introduces new fundinq 
requirements for single-employer defined benefit pension plans, provides guidelines for measuring pension plan assets and 
pension obligations for funding purposes, introduces benefit limitations for certain underfunded plans and raises tax deduction 
hmits for contributions to retirement plans. The new funding requirements are generally effective for plan years beginning after 
December 31,2007. The company does not anticipate that the Act will have a material impact on its required contributions. 

In August 2006, the company announced major changes to its principal U.S. pension plan and principal defined contribution plan 
"'"'s,announcement, the defined contnbution benefits for most U.S. employees are in transition. Effective January 1 

2007, for employees hired on that date or thereafter, and effective January 1,2008, for active employees on the rolls as of ' 
December 31,2006, the company will make a contribution of 100 percent of the first 6 percent of the employee's contribution 
election. Additionally, the company will contribute 3 percent of each eligible employee's compensation regardless of the 
employee s contribution election. The definition of eligible compensation has also been expanded to be similar to the definition of 
eligible compensation in the U.S. pension plan. Covered full service employees on the rolls as of December 31 2006 will also 
accrue additional benefits in the pension plan, but the annual rate of pension accrual will be about one-third of the previous rate 
SJErIS0"' cofnPany-Pald postretirement survivor benefits for these employees will not continue to grow after December 31 
2007. Covered employees hired in the U.S. after December 31,2006 will not participate in the pension plan. 

As a result of the amendment to the principal U.S. pension plan, the company was required to remeasure its pension expense for 
the remainder of 2006, reflecting plan assets and benefit obligations as of the remeasurement date. As a result of better than 
expected return on plan assets and a higher discount rate of 6 percent as of the remeasurement date, pretax pension expense 
df9rea®.ecl by $72 million for 2006. For 2007, the plan amendment resulted in a reduction in pension expense of about 
$40 million. For 2008, the plan amendment is expected to result in a net 
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reductionrofapproximately $40million in combined pension and defined contribution plans expense This estimate iscomoosed 
of a reduction M expense of about $190 million, partially offset by an increase in defirad con^ 
approximately $150 miliion. Actual cash contributions for the savings plan will increase less than $130 million in 2008 Additional 
information related to these changes in the plans noted above is induded in Note 21 to the ConsdftfatedFfrl^LtalMeniMr 

31' ^00\the company adopted SFAS158 and recorded a $1,555 million after-tax charge to stockholder's equity 
pnmanly due to redassifying unrecognized actuarial losses and prior service costs related to the pension plans. 

Medicd, dental, life insurance ami disability plans are unfunded and the cost of the approved claims is paid from oDeratino cash 
SSofc' reciulrements to cover actual net claims costs and related administrative expenses were $315 million 
$335 million and $408 million for 2007,2006 and 2005, respectively. This am^t is^e^ 2008 

dSSXbS** °f hi9her ^ hM"h Care -tS' changes 

lanifp^i^o.00"16 CfJ" becf'9^ca,n!!y a.ffec'®d, by pension and defined contribution benefits as well as retiree medical, 
iSr?.? J benefits- The following table summarizes the extent to which the company's income over each of the 
last 3 years was affected by pretax charges and credits related to long-term employee benefits. 

(Dollars in millions) 
Defined benefit pension charges ; ' 
Company contributions to defined contribution plans ~ 
Other long-term employee benefit charges ... .. 

Net amount 

2007 
$(54) 

99 
_ J92... 

$237 

2006 
$.191 

.86. 
.. .155. 

$ 432 

,2005 
.$432 

81 
23Z 

$ 750 

The above charges for pension and other long-term employee benefits are determined as of the beginninq of each vear The 
decrease in pension expense in 2007 reflects favorable returns on pension assets, plan amendments and chanqes in 
demographics and discount rates. The increase in 2007 other long-term employee benefit charges principally reflects chanaes in 
demographics, discount rates and higher than expected health care costs. The decrease in pension expense in 2006 reflects 
^SSSt'SSSL'^ pensi0"asset,?,' Plan jnendmentsand changes in discount rates The decrea2eT!Sol other loraS, 
employee benefit charges principally reflects the favorable medical trends in 2005 and refinements in estimates to reflet the 
anticipated commencement of the Medicare prescription drug program. 

&LSUTpti0nS use?in Palculating its pension and other long-term employee benefits are the expected return 
ff lu lnnl I compensation increases and the discount rate (see Note 21 to the Consolidated Financial 

Staements) For 2008, lower than anticipated medical trends, the net impact of the U.S. retirement plan amendments chanaes 
ner^on anH U?h ra!eS' 3?d ^ exP*rati0"°f aPrior service cost amortization credit in 2007 are expected to result in 

a reduction in pension and other tang-term employee benefit pretax expenses of about $170 million. 
Environmental Matters 
SUSSSfrSSSS?15 9'0bil manV^ctuhng, product handling and distribution facilities that are subject to a broad array of 
environmental laws and regulations. Company policy requires that all operations fully meet or exceed leaal and reaulatorv 

fh T DuPr°nt voluntaryprograms to reduce air emS* Sfae^enSrfhLrdous 
waste, decrease the volume of waste water discharges, increase the efficiency of energy use and reduce the generation of 
persistent, bioaccumulative and toxic materials. The costs to comply with complex environmental laws and regulations as well as 
internal voluntary programs and goals, are significant and will continue for the foreseeable future. Whfe tte^e rosts mav 
operations *** expected t0 have a material imPact on the company's financial position, liquidity or results of 
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a^dwls mSIn charged t0.culmf1 operations totaled $576 million in 2007 compared with $521 million in 2006 

Honroi^.fi/1!, » i-J ^ expenses include the remediation accruals discussed below; operating maintenance and 
, ,r j0,! ,!?'? 'a,r and water pollution control facilities and the costs of environmental research activities 

^frnnmo 'tS?S re,ated toJ*1® costs of environmental research activities are not a significant component of the company's overall 
nses' ®*P®cts thes® «*> become proportionally grater as toe Mmpanylncrea^s its businesses for which environmental assessments are required during product development. The laraest of the 

environmental expenses in 2007 was $113 million for the operation of water pollution control facilities and S131 mi!tinn fm cniw 

waste management. About 78 percent of total annual environmental expen^res^ for sol,d 

DuP°nt ?Pent approximately $110 million on environmental capital projects either required bv law or necessarv to meet 
the company s internal environmental goals. The company currently estimates expenditures for environmental-related^anitai 
8255 de^T0?  ̂.$1^° mimon IT 2008-ln ® U S., significant cIpiFa?eSŝ xS tobe^w'l 
Art !rr A A^ffrtn I»m i storage and disposal facilities for solid and hazardous waste and for compliance withthe Clean Air 

U? t CAA regulatory requirements are established and known, considerable uncertainty will remain reaardina 
SoSSSSooSE?1 T° «  ^  » »  " « = ?  S S K X T L n  

Ubf rtnCeS Control.Act (JSCA) is to prevent unreasonable risks of injury to health or the environment 
M ^ J processing, distribution in commerce, use, or disposal of chemical substances Under TSCA 

1998^e ipASSi«n™deth^r|,ri' r®corU-ke®P|ng, testing and control-related requirements for new and existing chemicals In 
. U,.8' EPA challenged the U.S. chemical industiy to voluntarily conduct screening level health and environmental effects 
rtSlI!? I • ®ar!y 3'9°9 high production volume (HPV) chemicals or to make equivalent information publicly available An HPV 
miSlnnHsnrm^i°n ̂ 1990 V^aXe Rul® with annual U.S. cumufotiv^uRtionSmSI"tfone 
^onsor within me ne^t^o t^^ryeir C°mP'ete itS commitments re9ardi"9 *® HPV chemicals it volunteered to 

A,.th^I2ir»^fr the! European Union adopted a new regulatory framework concerning the Registration Evaluation and 
S' Tt's r®9ulatory framework known as REACH entered into force onJCne 1,2007. oRe of ttTmain 

9^1®^* ® 18 the protection of human health and the environment. REACH requires manufacturers and importers to aather 
ir!?TJa^n ?1 Properties of their substances that meet certain volume or toxicological criteria and reqister the information in 
nfRh2 m f !f be maintained by a Chemical Agency in Finland. The Regulation also calls for the progressive substitution 
2008 andNowm^U|n onnl?3 ?? sultab]®alternatives have been identified. Pre-registration will occur between June 1 
in. rfmrt 1, fnf/fr •?'' ' eomplete registrations containing extensive data on the characteristics of the chemical will be' 
[®9uired in 2010 if production usage or tonnage exceeds 1,000 metric tons per year; 2013 if it is between 100 and 1 000 metrir 
with endocrine^sruDtive Draoertip^hnNi!?!^ P®tk®^ °Sif SSiBy ^une 1' 2013'th® Commission will review whether substances wnn enoocrine disruptive properties should be authonzed if safer a temabves exist By June 1 2019 the Commiwion win 
determine whether to extend the duty to warn from substances of very high concernto those that wuld be d^oeroS2 or 
Sttatod fo^ndaTStion® Mthe 008,810 °0mply ̂  REACH Wi" be material t0 its °P®ratio"8 and 

and RRrt^rt'rn,IatcC?ima^chan?eJf„ann imPortant global issue that will present numerous risks and opportunities to business 

^nsiSemr^^a ̂ nffl'ft'1 m?ny 0^r cou']tries and re9torls around the world including toe European Union V 
Considerable international attention is now focused on development of a post-2012 international Dolicv frampwnrk tn nniHo 
international action to address climate change when the Kyoto Protocol expires in 2012 Proposed an J existing leaislativa affnrtc 
^rt01 f "greenhouse 9as emissions^ affect the company's energy source and supd? choiSswXs Urease 
sendble nation^ raW matenals denved ,rom fossl1 fue,s- However, the successful negotiation and implementation of sensible national, 
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SEEKSS  ̂n?iPm?il T v6' ?nd®nuer9y use ,s one factor that is weighed when investments or divestitures are considered 
K&nS COnt,nUm910 bn"910 mark6t m°re Products and services to me* new andexpandld demandfofT^' 

lh,at ve7 '?!? 'eve's ot dioxins (parts per trillion to low parts per billion) and related compounds are 

eDxUS;i?siŜ  ̂
and other process modifirattons^ntendwfto reduce'dtodn ^nerahonby^aUe^^^rantmTheS|ast'of'thrae'^fMts'a^6018 

Remediation Expenditures 
nf^l^ fa 9r!ates Requires permits for the treatment, storage and disposal of hazardous waste RCRA 

2006™rld2OT5. Sw«lS^"",a' reme,ilMO""M,vilios»e" approximaM, M7 millon, S44 nillion and S49 million in 2007. 

sis 

s»:».«S •$ 
^ ĵss^stss ĵass^sf&^ss^^ss  ̂
wSXnSSwjSudan CERSLS ̂ S'.SHES? wi,h s'*s™lar polices in 2006 and eighl in 2005. The company's 
»27 milS 2S ?0«iTMiM5 msS™J "a,e approximately $20 million. $19 million and 

K^r.!3^3" Supedund sites, the company's potential liability will be significantly less than the total site remediation 
ppp^at ,6 Per9®nta9e °f waste attnbutable to the company versus that attributable to ail other PRPs is relatively low Other 
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company of remediation at those sites and at all CERCLA sites in the aggregate, is riot expected to have a material impact on 
the financial position, liquidity or results of operations of the company. 

Total expenditures for previously accrued remediation activities under CERGLAi RCRA and similar state laws were $68 million, 
$64 million and $79 million in 2007, 2006 and 2005, respectively. 

Remediation Accruals 
At December 31,2007, the Consolidated Balance Sheets included an accrued liability of $357 million compared to $349 million 
at December 31,2006. Considerable uncertainty exists with respect to environmental remediation costs and, under adverse 
changes in circumstances, potential liability may range up to two to three times the amount accrued as of December 31,2007. Of 
the $357 million accrued liability, approximately 10 percent was reserved for non-U.S. facilities. Approximately 65 percent of the 
reserve balance was attributable to RCRA and similar remediation liabilities, while about 25 percent was attributable to CERCLA 
liabilities. Remediation accruals of $76 million, $71 million and $64 million were added to the reserve in 2007,2006 and 2005, 
respectively. 

PFOA 
DuPont manufactures fluoropolymer resins and dispersions as well as fluorotelomers, marketing many of them under the Teflon ® 
and Zonyr brands. The fluoropolymer resins and dispersions businesses are part of the Electronic & Communication 
Technologies segment; the fluorotelomers business is part of the Safety & Protection segment. 

Fluoropolymer resins and dispersions are high-performance materials with many end uses including architectural fabrics, 
telecommunications and electronic wiring insulation, automotive fuel systems, computer chip processing equipment, 
weather-resistant/breathable apparel and non-stick cookware. Fluorotelomers are used to make soil, stain and grease 
repellants for paper, apparel, upholstery and carpets as well as firefighting foams and coatings. 

A form of PFOA (collectively, perfluorooctanoic acid and its salts, including the ammonium salt) is used as a processing agent to 
manufacture fluoropolymer resins and dispersions. For over 50 years, DuPont purchased its PFOA needs from a third party, but 
beginning in the fall of 2002, it began producing PFOA to support the manufacture of fluoropolymer resins and dispersions. 
PFOA is not used in the manufacture of fluorotelomers; however, it is an unintended by-product present at trace levels in some 
fluorotelomer-based products. 

DuPont Performance Elastomers, LLC (DPE) uses PFOA in the manufacture of raw materials to manufacture Kalrez ® 
perfluoroelastomer parts. PFOA is also used in the manufacture of some fluoroelastomers marketed by DPE under the Viton ® 
trademark. The wholly owned subsidiary is a part of the Performance Materials segment. 

PFOA is bio-persistent and has been detected at very low levels in the blood of the general population. As a result, the EPA 
initiated a process to enhance its understanding of the sources of PFOA in the environment and foe pathways through which 
human exposure to PFOA is occurring. In 2003, the EPA issued a preliminary risk assessment on PFOA that focuses on the 
exposure of the U.S. general population to PFOA and possible health effects, including developmental toxicity concerns. On 
January 12, 2005, the EPA issued a draft risk assessment on PFOA. The draft stated that cancer data for PFOA may be best 
described as "suggestive evidence of carcinogenicity, but not sufficient to assess human carcinogenic potential" under the EPA's 
Guidelines for Carcinogen Risk Assessment. Under foe Guidelines, foe descriptor "suggestive" is typically applied to agents if 
animal testing finds any evidence that exposure causes tumors in one species of animal. 

The EPA requested that foe Science Advisory Board (SAB) review and comment on foe scientific soundness of this assessment. 
On May 31,2006, foe SAB released its report setting forth foe view, based on laboratory studies in rats, that foe human 
carcinogenic potential of PFOA is more consistent with the EPA's descriptor of "likely to be carcinogenic" as defined in the 
Guidelines for Carcinogen Risk Assessment However, in its report foe SAB indicated that additional data should be considered 
before foe EPA finalizes its risk assessment of PFOA. Under the Guidelines the "likely" descriptor is typically applied to agents 
that have tested positive in more than one species, sex, strain, site or exposure route with or without evidence of carcinogenicity 
in humans. The EPA has acknowledged that it will consider additional data , including new research and testing, and has 
indicated that another SAB review will be sought after foe EPA makes its risk assessment. DuPont disputes the cancer 
classification recommended in foe 

44 



Table of Contents 

Part II 
Item 7. Management's Discussion and Analysis of Financial Condition and 

Results of Operations, continued 

nntn »12>=HHiI^L^A.ha5 Sta?d P[amatVre to draw any conclusions on the potential risks, including cancer, from PFOA 
are integrated into the nsk assessment. Although the EPA has stated that there remains considerable 

scientific uncertainty regarding potential nsks associated with PFOA, it also stated that it does not believe that there is anv 
reason for consumers to stop using any products because of concerns about PFOA. 

DuPont respects the EPA's position raising questions about exposure routes and the potential toxicity of PFOA and DuPont and 
thoCDAw^"16? ^ outlined plans to continue research, emission reduction and product stewardship activities to help address 
CD A Questions. In January 2006, DuPont pledged its commitment to the EPA's 2010/15 PFOA Stewardship Program The 

P?™* redu^'°n.in both facility amnions and 

,. ,. rr:/"^"uIaciVnn9 facilities. About a 95 percent reduction was achieved in global manufacturing 
emissions, meeting foe EPA 2010 objective well ahead of the timeline. DuPont will work individually and with others in the 
industry to inform EPA s regulatoiy counterparts in the European Union, Canada, China and Japan about these activities and 
PFOA in general, including emissions reductions from DuPont's facilities, reformulation of the company's fluoropolvmer 
dispersions and new manufacturing processes for fluorotelomers products. 

In February 2007, DuPont announced its commitment to eliminate the need to make, use or buy PFOA by 2015. DuPont has 
. n .. eC. i0 09y thatJsb°u'd enable the elimination of PFOA use in fluoropolymer production. Commercial scale quantities 
of some fluoropolymer products have been made without PFOA and customers were notified in the fourth quarter 2007 that 
these products will be available for testing in their processes in 2008. Also, DuPont is developing the next generation of 
fluorotelomer products and already introduced two of them in the fourth quarter 2007. 

DuPont has developed Echelon1® technology that can reduce the PFOA content in fluoropolymer dispersions by 
cL?,fi!35ST o c°mPa7 s already converted 90 percent of its product line by volume to manufacturing processes based on 
Echelon . DuPont also has successfully commercialized a new, patented manufacturing process to remove greater than 
nmHnrte oftrace y Tv ni°L Sm' its hom°logues and direct precursors from its fluorotelomer products. The new 
products are being marketed as LX Platform1® products. 

in November 2006, DuPont entered into an Order on Consent under the Safe Drinking Water Act (SDWA) with the EPA 
establishing a precautionary interim screening level for PFOA of 0.5 part per billion (ppb) in drinking water sources in the area 
around the Wash.ngton Works site located in Parkersburg, West Virginia DuPont is required under the!agreement tooffefto 
install water treatment systems or an EPA-approved alternative if PFOA levels are detected at or above 0.5 ppb. 

Dhl™W, ie£ey ?epartTnlcif Environmental Protection (NJDEP) identified a preliminary drinking-water 
IIJ^H « ̂  ppb as part of foe first phase of an ongoing process to establish a state drinking-water 
OTnsumptfon patfoms continue sampling and evaluation of data from all sources, it has not recommended a change in 

While occupational exposure to PFOA has been associated with small increases in some lipids (e.g. cholesterol), it is not known 
whether these are causal associations. These associations were not observed in a community study. Based on health and 

T l6w' • £ont bel|eves the weight of evidence indicates that PFOA exposure does not pose a health risk to the 
general public. To date, there are no human health effects known to be caused by PFOA, although study of the chemical 
continues. 

Currently, there are no regulatory actions pending that would prohibit the production or use of PFOA. However, because there 
continues to be regulatory interest, there can be no assurance that foe EPA or any other regulatory entity will not choose to 
^DUr™L^pN«fhiMi^rf'^n7°n °r USe °f 'he/u^re- Products currently manufactured by foe company representing 
approximately $1 billion of 2007 revenues could be affected by any such regulation or prohibition. DuPont has established 
Statements)0011116 ^ certain PFOA environmental and litigation matters (see Note 19 to the Consolidated Financial 
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK 
Financial Instruments 
Derivatives and Other Hedging Instruments 
Under procedures and controls established by the company's Financial Risk Management Framework, the company enters into 
contractual arrangements (derivatives) in the ordinary course of business to hedge its exposure to foreign currency, interest rate 
and commodity price risks. The counterparties to these contractual arrangements are major financial institutions, petrochemical 
and petroleum companies and exchanges. 

The company hedges foreign currency denominated monetary assets and liabilities, certain business-specific foreign currency 
exposures and certain energy feedstock purchases. In addition, the company enters into exchange traded agricultural commodity 
derivatives to hedge exposures relevant to agricultural feedstock purchases. 

Qwwntratiw <?f Qrtfit FH$k 
Financial instruments that potentially subject the company to significant concentrations of credit risk consist principally of cash, 
investments, accounts receivable and derivatives. 

As part of the company's risk management processes, it continuously evaluates the relative credit standing of all Of the financial 
institutions that service DuPont and monitors actual exposures versus established limits. The company has not sustained credit 
losses from instruments held at financial institutions. 

The company maintains cash and cash equivalents, short- and long-term investments, derivatives and certain other financial 
instruments with various financial institutions. These financial institutions are generally highly rated and geographically dispersed 
and the company has a policy to limit the dollar amount of credit exposure with any one institution. 

The company's sales are not materially dependent on a single customer or small group of customers. As of December 31, 2007, 
no one individual customer balance represented more than 5 percent of the company's total outstanding receivables balance. 
Credit risk associated with its receivables balance is representative of the geographic, industry and customer diversity associated 
with the company's global businesses. 
The company also maintains strong credit controls in evaluating and granting customer credit. As a result, it may require that 
customers provide some type of financial guarantee in certain circumstances. Length of terms for customer credit varies by 
industry and region. 

Foreign Currency Risk 
The company's objective in managing exposure to foreign currency fluctuations is to reduce earnings volatility associated with 
foreign currency rate changes. Accordingly, the company enters into various contracts that change in value as foreign exchange 
rates change to protect the value of its existing foreign currency-denominated assets, liabilities and commitments. 

The company routinely uses forward exchange contracts to offset its net exposures, by currency, related to the foreign 
cunency-denominated monetary assets and liabilities of its operations. The primary business objective of this hedging program 
is to maintain an approximately balanced position in foreign cunencies so that exchange gains and losses resulting from 
exchange rate changes, net of related tax effects, are minimized. 

The following table summarizes the impacts of this program on the company's results of operations for the years ended 
December 31,2007, 2006 and 2005. 

(Dollars in millions) 2007 2006 2005 
Pretax exchange (loss)/gain $ (85) $ (4) $ 445 
Tax (expense)/benefit ~ 54 (26) (483) 

After-tax loss $(31) $(30) $ (38) 

This table includes the company's pro rata share of its equity affiliates' exchange gains and losses and corresponding gains and 
losses on forward exchange contracts. 
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Item 7A. Quantitative and Qualitative Disclosures About Market Risk continued 

Wi" f"1®'int0 forward exchange contracts to establish with certainty the USD amount of future 
^ K u ^ "? ?.for®'9n currency. Decisions regarding whether or not to hedge a given commitment are 

wn^ i,S,H rf"Ca!S ' 9 t0 eonsWeratio" the amount and duration of the exposure, market volatility and 
, rvyard exchange contracts are also used, from time to time, to manage near-term foreign currency cash 

requirements and to place foreign currency deposits and marketable securities investments. 
Interest Rate Risk 
boTOvring.any USeS intereSt rate SWapS t0 mar,age the interest rate mix of ,he total debt portfolio and related overall cost of 

floating rite Sbased on USD LmoTinL™!?^ f,0atin9 'n.LereSt Payments to effectively convert fixed rate debt into 
loating rate debt based on USD LIBOR. Interest rate swaps allow the company to maintain a target range of floating rate debt. 

Commodity Price Risk 

prire^urtua^onst^c^te^raw^a^Stpurchaseshan^e~tra^ed commod^ ^truments to hedge its exposure to 

fê toTp\S IndeS'0"****̂ V°la,i,i,y USin9fiXed priceSWapsand°Ptions' Hedged 

The company contracts with independent growers to produce finished seed inventory Under these contracts drawers are 
ffinn̂ iW equivalents that are marketed to the company for Sheof ?rain forl̂ odT̂ r 
are used to ^dne^ha^^IC?^ni •' t" a.S c°"lmodily ^fes that have a high correlation to the underlying commodity are used to hedge the commodity price risk involved in compensating growers. 

have^Z^coS manage tha priaa volatility of soybean meal. These derivative instruments 
price risk correlatlon t0 the under,y|n9 commodity exposure and are deemed effective in offsetting soybean meal feedstock 

Additional details on these and other financial instruments are set forth in Note 23 to the Consolidated Financial Statements. 
Sensitivity Analysis 

energy d'eSSS'nemK̂ 'U'X?". 'oSKJŜ '̂SS? F"*i9" C™",Cy' M 

Fair Value Fair Value 
(Dollars in millions) AsseV (Liability) .Sensitivity 
Interest rate swaps fft7 /"& s20°7 *** 

ssMasr* i? V & $1 
Energy feedstocks _ £) -

rh^e company's risk management programs are highly effective, the potential loss in value for each risk management portfolio descnbed above would be largely offset by changes in the value of the underlying exposure 9 

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA 

report"3™3' statements and supplementary data required by this Item are included herein, commencing on page F-1 of this 
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Part II 

ITEM 9. p^^^J^^D^mSAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND 

None. 

ITEM 9A. CONTROLS AND PROCEDURES 

mair^.inla 5yst,em °J disclosure controls and procedures for financial reporting to give reasonable assurance that 

disclosed in the company's reports submitted under the Securities Exchange Act of 1934 fExchanae 

ct) is recorded, processed, summarized and reported within the time periods specified in the rules and forms of the sec Tfv»» 

controte and procedures also give reasonable assurance that infoimatfon required to be discfô d in sT̂ ports 

and communicated to management to allow timely decisions regarding required disclosures P ,s a00"™131®1 

£S°!£fCem.ber 31' 2?°J'the c°mPany's Chief Executive Officer (CEO) and Chief Financial Officer (CFO) toaether with 

Rutes^-IStelan^i^i Jrf?Knc Hi® effe^eness of the company's disclosure controls and procedures pursuant to 

<ila"9® i?1,16 comPany;s internal control over financial reporting that occurred during the fourth Quarter 2007 

Sfsmatenaiiy affected the company's internal control over financial reporting. The company hascomplltedits evllulton of 

(see page F-zf 3 concluded that the company's system of internal controls was effective as of December 31,2007 

Ue«fito^,ake aPPr°Priate stePs t0 enhance the reliability of its internal control over financial reportinq 
SS pubfc aSuX^ improvement and discussed *»"» w,th the company's Audit Committee andTndepende.it 

ITEM 9B. OTHER INFORMATION 
None. 
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ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE 

withi^fh^s^or^nM^°"Elpr^nin J>f ni^?»e-lherein by ref®rence to the Pr°xy. Irrformation related to directors is included 

satS r̂HSSsaSSSw™5!SSE? 
ITEM 11. EXECUTIVE COMPENSATION 

Information with respect to this Item is incoiporated herein hy reference to the Proxy and is included in the sertinns 

ITEM 12. ^^gSSSSSff£SSS BENEF,C,AL 0WNERS AND MANAGEMENT AND 

e^ti^d "Owne^Tp^Compwy^^l?"WnerS * incorporated herein bV Terence to the Proxy and is included in the section 

Under 6qUity COmpensation P,ans as °f December 31,2007 

Plan Category 
Equity compensation plans 

approved by security holders 
Equity compensation plans not 

approved by security holders 4 

Number of Securities to 
be Issued Upon Exercise 
of Outstanding Options, 

Warrants and Rights 

68,6391 

11,600 

80,239 

Weighted-Average 
Warrants and Rights 

Exercise Price of 
Outstanding Options, 
Warrants and Rights 2 

$ 47.15 

$ 43.97 

$ 46 6S 

Number of Securities 
Remaining Available 
for Future Issuance 

Under Equity 
Compensation Plans 3 

59,933 

59,933 

1 VaScom^ an? ?,ock deferred under the company's Equity and 
Performance-based units reflert tlw maxh^^nu^b^ofsteres^te'miaiiiart'ot th™1 °ef^d Ca!Vmŝ m Plan fcr Directors, 
the original grant). The actual award payouts can range fromTem pJJcen? o° me ori^ grant concluslon of ,he performance cycle (200% of 

3 S?* ""«? or other, stock-based awards under the 

Incentive Pl a n  p u r s u a n t  t o  anv award settled in stnrtc nthor than «iracnsnare in excess or ^U.UQU.OOO issued under the Equity and 

4 SHHESSHS 
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ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS AND DIRECTOR 

INDEPENDENCE 

Information with respect to the company's policy and procedures for the review, approval or ratification of transactions with 
related persons is incorporated by reference herein to the Proxy and is included in the section entitled "Review and Approval of 

«ns' ?£n?i?.n with respect to director independence is incorporated by reference herein to the 
Proxy and is included in the sections entitled DuPont Board of Directors: Corporate Governance Guidelines," "Guidelines for 
Determining the Independence of DuPont Directors," "Committees of the Board" and "Committee Membership." 

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES 
Information with respect to this Item is incorporated herein by reference to the Proxy and is included in the sections entitled 
Ratification of Independent Registered Public Accounting Firm" and "Appendix A." 
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ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES 

(a) Financial Statements, Financial Statement Schedules and Exhibits: 

1. Financial Statements (See the Index to the Consolidated Financial Statements on page F-l of this report). 

2. Financial Statement Schedules 
Schedule II - Valuation and Qualifying Accounts 
(Dollars in millions) 

Description 
For the Year Ended December31,2007 

Allowance for Doubtful Receivables 

Balance at 
Beginning 
of Period 

$ 233 . 

Charged to 
Costs and 

.. Expenses 

$ 66 

Deductions 

$ 38 

Balance at 
End of 
Period 

$ 261 

Total Allowances Deducted from Assets $ 233 $ 66 $ 38 $ 261 
iFor the Year Ended December 31,2006 

Allowance for Doubtful Receivables $ 20S . $ 58 . $ 30 $ 233 

Total Allowances Deducted from Assets $ 205 $ 58 $ 30 $ 233 

For the Year Ended December 31, 2005 
Allowance for Doubtful Receivables $.199 .. $ 60 $ 54 $ 205 

Total Allowances Deducted from Assets $ 199 $ 60 $ 54 $ 205 

The following should be read in conjunction with the previously referenced Consolidated Financial Statements: 

Financial Statement Schedules listed under SEC rules but not included in this report are omitted because they are not applicable 
or the required information is shown in the Consolidated Financial Statements or notes thereto incorporated by reference. 

Condensed financial information of the parent company is omitted because restricted net assets of consolidated subsidiaries do 
not exceed 25 percent of consolidated net assets. Footnote disclosure of restrictions on the ability of subsidiaries and affiliates to 
transfer funds is omitted because the restricted net assets of subsidiaries combined with the company's equity in the 
undistributed earnings of affiliated companies does not exceed 25 percent of consolidated net assets at December 31,2007. 

Separate financial statements of affiliated companies accounted for by the equity method are omitted because no such affiliate 
individually constitutes a 20 percent significant subsidiary. 

3. Exhibits 
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Item 15. Exhibits and Rnancial Statement Schedules, continued 

ISmSte o!!®!?8 inClUdeS ^ eXWbitS submitted ^this Form 1°-K ^ filed with the SEC and those incorporated by 

Exhibit 
Number Description 

3.1 Company's Restated Certificate of Incorporation. 

1J 1999 ('ncorPorated by reference to Exhibit 3.2 to the company's TKD ReP°rt on Porm 10-K for the year ended December 31,2003). 
The company agrees to provide the Commission, on request, copies of instruments defining the riqhts of holders 

,n(, of long-term debt of the company and its subsidiaries. a e 9 OI n0laers 

ADril 25Ppnn7tni^r^IiTilHaK0n fnd Defe/r®d Compensation Plan for Directors, as last amended effective 

period endedJune^J^2007) ence to Exh,brt 10'110 the company's Quarterly Report on Form 10-Q for the 

10'2* rnmr«m/e of ''["jested restrirted stock units granted in 2007 to non-employee directors under the 
compan/s Stock Accumulation and Deferred Compensation Plan, as amended, or Equity and Incentive Plan 

MarchP31 2007y) 6006 to Exh,bit 10 3 to the company's Quarterly Report on Form 10-Q for the period ended 

1°'3* tnSpUvh&nn?l R,?tirement lncx)n?e p|a". as last amended effective June 4,1996 (incorporated by 

10 4* rnmna^'i rSt!l& a }0 ,e c°mPany s Annual Report on Form 10-K for the year ended December 31,2006) 
0.4 ^o'TJPfny s Pension Restoration Plan, as restated effective July 17,2006 (incorporated by reference to 

Exhibit 99.1 to the company s Current Report on Form 8-K filed on July 20,2006) 

10.5 Company s Rules for Lump Sum Payments adopted July 17, 2006 (incorporated by reference to Exhibit 99 2 to 
the company s Current Report on Form 8-K filed on July 20,2006) i»*crence io cxnion ee.2 to 

PvhiKif'Jnvfl0^ Perforn,ance Plan, as last amended effective January 25, 2007 (incorporated by reference to 
10 7* rnmninv' Jco"?,?any ®. Quarterly Report on Form 10-Q for the period ended March 31, 2007). 

bv Xm to ci^iTrfX?by th,e,?on?.pany's shareholders on April 25,2007 (incorporated 
1 n R* | , th® company s Annual Meeting Proxy Statement dated March 19,2007). 

,1S amended effective January 1, 2007, of performance-based restricted stock units 
granted in 2005 under the company s Stock Performance Plan (incorporated by reference to Exhibit 10 8 to the 
company s Quarterly Report on Form 10-Q for the period ended March 31 2007) 

5? Iast amended effective January 1,2007, of performance-based restricted stock units 
granted in 2006 under the company s Stock Performance Plan (incorporated by reference to Exhibit 10 9 to the 
company s Quarterly Report on Form 10-Q for the period ended March 31 2007) 

Terms and conditions of stock appreciation rights granted in 2007 under the company's Stock Performance Plan 
»•"'ExWb« 

10-11 InriVnrtnH^Piin0^ °f St0Cl! °Pjjons granted in 2007 under the company's Stock Performance Plan or Equity 

forthe period ^ded MSSI MoV) 6'6"06 10-1110 the comPany's Quarterly ReP°rtForm 10-Q 

10.12* Terms and conditions of performance-based restricted stock units granted in 2007 under the comDanv's Stock 

Performance Plan or Equity and Incentive Plan (incorporated by reference to Exhibit 10 12 to the company's 
Quarterly Report on Form 10-Q for the period ended March 31 2007) ° cxn,D" <u. i^roine company s 

£rar!C°S?,tonS.0f '"me-vested restricted stock units granted in 2007 under the company's Stock 

rt" or_Eciurty and Incentive Plan (incorporated by reference to Exhibit 10.13 to the company's 
Quarterly Report on Form 10-Q for the period ended March 31,2007). a y 

Fvhiwf inSiR Compen,satton Plan, as last amended effective April 30,1997 (incorporated by reference to 
Exhibit 10.15 to the company s Quarterly Report on Form 10-Q for the period ended June 30, 2007). 

10.9* 

10.10* 

10.13' 

10.14* 
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Item 15. Exhibits and Financial Statement Schedules, continued 

10.15* Company's Salary Deferral & Savings Restoration Plan, as last amended effective January 1,2007 (incorporated 
Reference to Exhibit 10.11 to the company's Annual Report on Form 10-K for the period ended December 31 
2006). ' 

10.16* Company's Retirement Savings Restoration Plan adopted effective January 1,2007 (incorporated by reference to 
Exhtoit 10.12 to the company s Annual Report on Form 10-K for the period ended December 31 2006) 

10.17* Company s Retirement Income Plan for Directors, as last amended August 1995 
10.18* Letter Agreement and Employee Agreement, dated as of July 30,2004, as amended, between the company and 

R.R. Goodmanson (incorporated by reference to Exhibit 10.8 to the company's Quarterly Report on Form 10-Q for 
the penod ended June 30,2004). 

10.19 Company's Bicentennial Corporate Sharing Plan, adopted by the Board of Directors on December 12 2001 and 
effective January 9,2002 (incorporated by reference to Exhibit 10.19 to the company's Quarterly Report on 
Form 10-Q for the quarter ended September 30,2007). 

10.20 f^rchase Agreement by and among the company as Seller and the other Sellers Identified Therein and KED Fiber 
Ltd. and KED Fiber LLC as Buyers, dated as of November 16,2003 (incorporated by reference to Exhibit 10 12 to 
the company s Annual Report on Form 10-K for the year ended December 31, 2003). The company agrees to 
tomish supplementally a copy of any omitted schedule to the Commission upon request 

10.21 Amendment to the Purchase Agreement dated December 23,2003, by and among the company as Seller and the 
P Identified Therein and KED Fiber Ltd. and KED Fiber LLC as buyers (incorporated by reference to 
Exhibit 10.13 to the company's Quarterly Report on Form 10-Q for the period ended March 31 2004) The 

.. company agrees to furnish supplementally a copy of any omitted schedule to the commission upon request. 
10.22 Amendment to toe Purchase Agreement dated April 7,2004, by and among the company as Seller and toe Other 

Sellers Identified Therein and KED Fiber Ltd. and KED Fiber LLC as buyers (incorporated by reference to 
Exhibit 10.14 to toe company's Quarterly Report on Form 10-Q for the period ended March 31,2004) The 
company agrees tofurnish supplementally a copy of any omitted schedule to toe Commission upon request 

10.23 Amendment to toe Purchasei Agreement dated April 22,2004, by and among toe company as Seller and the Other 
SeJlars Identified Therein and KED Fiber Ltd. and KED Fiber LLC as buyers (incorporated by reference to 
Exhibit 10.15 to the company's Quarterly Report on Form 10-Q for toe period ended June 30, 2004) The 
company agrees to furnish supplementally a copy of any omitted schedule to toe Commission upon request 

12 Computation of the Ratio of Earnings to Fixed Charges. 4 

21 Subsidiaries of the Registrant. 
23 Consent of Independent Registered Public Accounting Firm. 
31.1 Rule 13a-14(a)/15d-14(a) Certification of the company's Principal Executive Officer. 
31.2 Rule 13a-14(a)/15d-14(a) Certification of the company's Principal Financial Officer 
32.1 Section 1350 Certification of the company's Principal Executive Officer. The information contained in this Exhibit 

shall not be deemed filed with the Securities and Exchange Commission nor incorporated by reference in anv 
reglstrat,on statement filed by toe registrant under toe Securities Act of 1933, as amended 

32.2 Section 1350 Certification of toe company's Principal Financial Officer. The information contained in this Exhibit 
shall not be deemed filed with toe Securities and Exchange Commission nor incorporated by reference in anv 
registration statement filed by the registrant under the Securities Act of 1933, as amended. 

Management contract or compensatory plan or arrangement required to be filed as an exhibit to this Form 10-K 
qq 
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Signatures 

Pursuant to the requirements of Section 13 of the Securities Exchange Act of 1934, the registrant has duly caused this 
report to be signed on its behalf by the undersigned, thereunto duly authorized. 

Date February 18,2008 

E. I. DU PONT DE NEMOURS AND COMPANY 

By: Is/ J. L. KEEFER 
J. L. Keefer 
Executive Vice President and Chief Financial Officer 
(Principal Financial and Accounting Officer) 

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the 
following persons on behalf of the registrant in the capacities and on the dates indicated: 

Signature 

/s/ C. O. Holliday, Jr. 

C. O. Holliday, Jr. 
Is/ R. A. Brown 

R. A. Brown 
Isl R. H. Brown 

R. H. Brown 
Isl B. P. Collomb 

B. P. Collomb 
Isl C. J. Crawford 

C. J. Crawford 
Isl J. T. Dillon 

J. T. Dillon 
Isl E. I. du Pont, II 

E. I. du Pont, II 
Isl M. A. Hewson 

M. A. Hewson 
Isl L. D. Juliber 

L. D. Juliber 
Isl M. Naitoh 

M. Naitoh 
Isl S. O'Keefe 

S. O'Keefe 
Isl W. K. Reilly 

W. K. Reilly 

Title(s) 

Chairman of the Board and 
Chief Executive Officer and Director 

(Principal Executive Officer) 
Director 

Director 

Director 

Director 

Director 

Director 

Director 

Director 

Director 

Director 

Director 

Date 

February 18, 2008 

February 18,2008 

February 18,2008 

February 18,2008 

February 18,2008 

February 18, 2008 

February 18,2008 

February 18,2008 

February 18, 2008 

February 18, 2008 

February 18, 2008 

February 18, 2008 
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Management's Reports on Responsibility for Financial Statements and 
Internal Control over Financial Reporting 

Managements Report on Responsibility for Financial Statements 
Annoal^Dorfon FmrHQ9i^Tha fh^lj Fina"cjfl Statements and the other financial information contained in this 

Pi . 'J1® financial statements have been prepared in accordance with generally accepted accountina 
principles in the United States of America (GAAP) and are considered by management to present fairly the company's finandal 
host oilim® to of.op®rationf®"d cash flows. The finandal statements include some amounts that are based on management's 

! r a"d.Jud9,t,ents. The financial statements have been audited by the company's independent registered public 
rom:n^rin?oH^inaP^Yc^0Uset ^°Pie!? bbP' Jhe purp°se of their audit is to express an opinion as to whether the Consolidated Financial Statements included in this Annual Report on Form 10-K present fairly in all material respects the 
company's financial position, results of operations and cash flows. Their report is presented 6 

Management's Report on Internal Control over Financial Reporting 
defined*!?'F^UISM smVnrf ?l!f !Td "?ai2tainil?9 an adequate system of internal control over finandal reporting as 

in Rul®® 13a—15(f) and 15d-15(f) under the Secunties Exchange Act of 1934. The company's internal control over 
nrenarati^n fiff"^Lt0 pr<?vid® reasonable assurance regarding the reliability of finandal reporting and the 
r!S??I!wL »fteme"ts for external purposes in accordance with generally accepted accounting prindples. The 
company's internal control over financial reporting indudes those policies and procedures that: 

i. to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions 
and dispositions of the assets of the company; 

li. provide reasonableassurance that transactions are recorded as necessary to permit preparation of financial 
statements in accordance with generally accepted accounting principles and that receipts and expenditures of 
the company are being made only in accordance with authorization of management and directors of the 
company; and 

iii. provide reasonable assurance regarding prevention or timely detection of unauthorized acquisitions, use or 
disposition of the company s assets that could have a material effect on the financial statements. Internal 
control over financial reporting has certain inherent limitations which may not prevent or detect 
misstatements. In addition, changes in conditions and business practices may cause variation in the 
effectiveness of internal controls. 

Marla?®rTle,?,t assessed the effectiveness of the company's internal control over financial reporting as of December 31 2007 
ronlmWnterfratewUS of Sponsorin9 Organizations of the Treadway Commission (COSO) in Internal ' 

^ on« as.sffssment a"d those criteria, management concluded that the company 
maintained effective internal control over financial reporting as of December 31, 2007. 

PricewaterhouseCoopers LLP, an independent registered public accounting firm, has issued an audit report on the effectiveness 
of the company's internal control over financial reporting as of December 31,2007, which is present^ 

J, 
Charles O. Holliday, Jr. Jeffrey L. Keefer 

nfSS. Executive Vice President 
Chief Executive Officer anci chief Financial Officer 
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Report of Independent Registered Public Accounting Firm 
To the Stockholders and the Board of Directors of 
E. I. du Pont de Nemours and Company: 

In our opinion, the accompanying consolidated balance sheets and the related consolidated statements of income, stockholders" 
equity and cash flows present fairly, in all material respects, the financial position of E. I. du Pont de Nemours and Company and 
its subsidiaries at December 3t, 2007 and December 31, 2006, and the results of their operations and their cash flows for each 
of the three years in the period ended December 31,2007 in conformity with accounting principles generally accepted in the 
United States of Amenca. In addition, in our opinion, the financial statement schedule listed in the index appearing under 
Item 15(a) (2) presents fairly, in all material respects, the information set forth therein when read in conjunction with the related 
consolidated financial statements. Also in our opinion, the Company maintained, in all material respects, effective internal control 
over financial reporting as of December 31,2007, based on criteria established in Internal Control - Integrated Framework 
issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO). The Company's management is 
responsible for these financial statements and financial statement schedule, for maintaining effective internal control over 
financial reporting and for its assessment of the effectiveness of internal control over financial reporting, included in 
Management's Reports on Responsibility for Financial Statements and Internal Control over Financial Reporting" appearing on 

page F-2. Our responsibility is to express opinions on these financial statements and financial statement schedule and on the 
Company s internal control over financial reporting based on our integrated audits. We conducted our audits in accordance with 
thestandards of the Public Company Accounting Oversight Board (United States). Those standards require that we plan and 
perform the audits to obtain reasonable assurance about whether the financial statements are free of material misstatement and 
whether effective internal control over financial reporting was maintained in all material respects. Our audits of the financial 
statements included examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements 
assessing the accounting principles used and significant estimates made by management, and evaluating the overall financial 
statement presentation. Our audit of internal control over financial reporting included obtaining an understanding of internal 
control over financial reporting, assessing the risk that a material weakness exists, and testing and evaluating the design and 
operating effectiveness of internal control based on the assessed risk. Our audits also included performing such other 
procedures as we considered necessary in the circumstances. We believe our audits provide a reasonable basis for our 
opinions. 

As discussed in Note 1 to the consolidated financial statements, the company changed the manner in which it accounts for 
uncertainty in incomes taxes in 2007. 

A company's internal control over financial reporting is a process designed to provide reasonable assurance regarding the 
reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally 
accepted accounting principles. A company's internal control over financial reporting includes those policies and procedures that 
(i) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions 
of the assets of the company; (ii) provide reasonable assurance that transactions are recorded as necessary to permit 
preparation of financial statements in accordance with generally accepted accounting principles, and that receipts and 
expenditures of the company are being made only in accordance with authorizations of management and directors of the 
company; and (iii) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition use or 
disposition of the company's assets that could have a material effect on the financial statements. 

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements Also 
projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate 
because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate 

UJt 

PricewaterhouseCoopers LLP 
Philadelphia, Pennsylvania 
February 18, 2008 
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E. I. du Pont de Nemours and Company 

Consolidated Financial Statements 
CONSOLIDATED INCOME STATEMENTS 
(Dollars in millions, except per share) 

ForThe Year Ended December 31, ... .. . 
Net sales J 
Other income, net 

.-JQIIZ—-
$ 29,378 

1,275 

_.„.20Q6_ 
$ 27,421. $ 

1,561 

2005 
26,639 
1,852 

Total • ' ; - 30,653 28,982 28,491 

Cost of goods sold and other operating charges. 
Selling.generai and administrative expenses . 
Amortization of intangible assets 
Research anddevalopmentaxpense .... . 
Interest expense .... 
Separation activities - Textiles & Interiors. 

21,565 

213 
- - 1,338 

430 

20,440 
3224 

227 
1,302 

460... . 

.19,683 
3,223 

230. 
.1336 

. . 5.18. 
(62) 

Total 26,910 25,653 24,928 

income before income taxes and minority interests 
Provision for income taxes 
Minority.interests in earnings (losses), of consolidated .subsidiaries 

! 3,743 
7.48... 

3,329 
.. . . 19.6.. 

-

3,563 
... 1,470 

37. 

Net Income $ 2,988 $ 3,148 $ 2,056 

Basic earnings per share of common stock $ 3.25 $ 3.41 $ 2.08 

Diluted earnings per share of common stock $ 322 $ 3.38 $ 2.07 

See Notes to the Consolidated Financial Statements beginning on page F-8. 
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CONSOLIDATED BALANCE SHEETS 
(Dollars in millions, except per share) 

E. I. du Pont de Nemours and Company 

Consolidated Financial Statements 

December 31, 
Assets 
Current assets 
Cash and cash equivalents 
Marketable securities 
Accounts and notes receivable, net 
Inventories 
Prepaid expenses 
Income taxes 

Total current assets 

Property, plant and equipment 
Less: Accumulated depreciation 

Net property, plant and equipment 

Goodwill 
Other intangible assets 
Investment in affiliates 
Other assets 

Total 

Liabilities and Stockholders' Equity 
Current liabilities 
Accounts payable 
Short-term borrowings and. capital lease obligations 
Income taxes 
Other accrued liabilities 

Total current liabilities 

Long-term borrowings and capital tease obligations 
Other liabilities 
Deferred income taxes 

Total liabilities 

Minority interests 

Commitments and contingent liabilities 
Stockholders' equity 
Preferred stock, without par value-cumulative; 23,000,000 shares authorized; issued at 

December 31, 2007 and 2006: 
$4,50 Series — 1,673,000 shares {callable at $120) 
$3.50 Series - 700,000 shares (callable at $102) 

P* vdlue; 1,800,000,000 shares authorized; Issued at December 31 2007 • 986,330,000; 2006-1,009,109,000 wcwsmuei oi.xwr 
Additional paid-in capital 
Reinvested earnings 
Accumulated other comprehensive loss 
Common stock held in treasury, at cost (Shares: December 31,2007 and 2006 - 87,041,000) 

Total stockholders' equity 

Total 

2007 ...... 2006 .... 

1*305 $ 1,814 
131 _ . 79 

5,683 5,198 
5,278 4,941 

199 182 
564 656 

13,160 12370 

26,593 .. 25,719 
15,733 15221 

10,860 10,498 

2,074 2,108 
2,656 . . 2,479 

818 803 
4,363 3,019 

34,131 $ 31,777 

3,172 $. 2,711 
1*370 1,517 

176 178 
3,623 3,534 

8,541 7,940 

SPSS 6,013 
7,255 7,692 

802 269 

22,553 21,914 

442 441 

167 167 
70 70 

296 
8,179 
9,945 
(794) 

(6,727 

303 
7.797 
0,679 

(1.867) 
(8,727) 

11,136 9,422 

$ 34,131 $ 31.777 

See Notes to the Consolidated Financial 
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CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY 
(Dollars In millions, except per share) 

E. I. du Pont de Nemours and Company 

Consolidated Financial Statements 

£045 : 

Balance January 1,2005 

Netfeeoms 
Cumulative effect from initial application of 

planned major maintenance change, net 
of tax of $27 

Cumulative translation adjustment 
Net revaluation and clearance of cash flow 

hedges to ear 

Net unrealized loss on securities 

Common dividends :($1,46 per share). 
Preferred dividends 
Common stock 

Issued- compensation plans 
Repurchased 

Balance December 31,2005 

2006 
Net income 

Net revaluation and clearance of cash flow 
hedges to earnings 

Minimum pansion liability 
Net unrealized gain on securities 

Common dividends ($1.48 per share) 
Preferred dividends. 
Common stock 

Retired 
Adjustment to initially apply defined benefit 

plan standard, net of tax of $1,043 and 
minortty interest of $8 

Balance December31,2006 

2007 
Net income 

Preferred Common 
.Stock Stock., 

$237 $324 

Additional 
Paid In 

.Capital 

$ 7784 

Net unrealized gain on securities 

Common dividends ($1.52 per share) 
Preferred dividends 
Common stock 

Issued - compensation plans 
Repurchased 
Retired 

Adjustment to initially apply uncertainty in 
income taxes standard 

Balance December31,2007 

$237 

3 

(25) 

$302 

,538 

(644) 

$ 7,678 

$237 

2 

(1) 

$303 

347 

$ 7,797 

3 

(10) 

$237 

638 

$ 8,179 

Reinvested 
..Earnings 

$ 10,182 

2,056 

52 

. (1,429) : poj 

(2,861) 

$ 7,990 

3,148 

(1,366) 
(10) 

(81). 

$ 9,679 

2,988 

To} 

(1.429) 

116 

$ 9,945 

Accumulated 
Other 

Comprehensive 
Loss .... Stock" 

$ (423) 

(2) 
27 

(11) 

$ (518) 

77 

15 
406 

(1,555) 

S (1,867) 

94 

24 
640 
310 

5 

$ (6,727) 

(3,539) 
3330 

$ (6,727) 

(100) 
100 

$ (6,727) 

$ (794) 

(1,695) 
1,695 

$ (6,727) 

Total 
Stockholders' 

Equity 

$ 11,377 

~ 2356 

52 

.9: 
on 

(1,42?) . 
(10) 

. 541 '' 
(3.530) 

$ 8,962 

3,148 
77 

15 
106 

(1.3681 
(10) 

319 

(1.555) 

$ 9,422 

2,988 
94 

24 
640 
310 

5 

(1,399) 
(10) 

641 

116 

$ 11,136 

Comprehensive 
.Income 

..*2356 

. # 
(11) 

S 1,961: 

$ 3.148 
77 

1,5 
106 

$ 3354 

$2306 
94 

, :. .24. 
640 
310 

5 

$ 4,061 

See Notes to the Consolidated Financial Statements beginning on page F-8. 
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CONSOLIDATED STATEMENTS OF CASH FLOWS 
(Dollars In millions) 

E. I. du Pont de Nemours and Company 

Consolidated Financial Statements 

For The Year Ended December 31,.. 
Operating activities 
Net income 
Adjustments to reconcile net income to cash provided by operating activities: 

Depreciation 
Amortization of intangible assets 
Deferred tax (benefit)/expense ^ 
Other noncash charges and credits—net 
Separation activities - Textiles & Interiors 
Contributions to pension plans 
(Increase) decrease in operating assets: 

Accounts and notes receivable 
Inventories and other.operating assets 

Increase (decrease) in operating liabilities: 
Accounts payable and other operating liabilities 
Accrued interest and income taxes 

Cash provided by operating activities 

Investing activities 
Purchases of property, plant and equipment 
investments in affiliates 
Payments for businesses - net of cash acquired 
Proceeds from sale of assets - net of rash sold 
Net (increase) decrease in short-term financial instruments 
Forward exchange contract settlements 
Other investing activities - net 

Cash used for investing activities 

Financing activities 
Dividends paid to stockholders 
Net increase (decrease) in short-term (less than 90 days) borrowings 
Long-term and other borrowings; „ 

Receipts 
Payments 

Repurchase of common stock 
Proceeds from exercise of stock options 
Other financing activities - net 

Cash used for financing activities 

Effect of exchange rate changes on cash 

Increase (decrease) in cash and cash equivalents 
Cash and cash equivalents at beginning of year 

Cash and cash equivalents at end of year 

Supplemental cash flow information: 
Cash paid during the year for 

Interest, net of amounts capitalized 
Taxes 

2007 

$ 2,988 

1,158 
213 

. -jB. 

(277) 

Ho?! 

470 
(145) 

4,290 

(1,585) 

If 
^(39| 

34 

(USD) 

(1,409) 
1.117 

1,998 
(3,458) 
(1,695) 

445 
(67) 

(34)69) 

20 

(509) 
1,814 

2006 

3,148 

1,157 
227 

(615) 
288 

(280) 

(194) 
(61) 

335 
(269) 

3,736 

(1.532; 

ft 
148 
37 
45 
48 

(1,345) 

(1,378) 
(263) 

2,611 
(3,133) 

(280j 
148 
(22) 

(2,323) 

10 

78 
1,736 

$ 1,305 $ 1,814 

- 2005 

$" 2,056 

1,128 
230 
109 

. 44 

(1 

(74) 
6 

(633) 
991 

2,542 

(1.340) 
(66) 

(206) 
312 
36 

653 
9 

(602) 

(1,439) 
(494). 

4,3.11. 
(2,045) 
(3,530) 

369 
(13) 

(2,851) 

(722) 

(1,633) 
3,369 

1,736 

527 
795 

295 
899 

$ 479 
355 

See Notes to the Consolidated Financial Statements beginning on page F-8. 
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E. I. du Pont de Nemours and Company 
Notes to the Consolidated Financial Statements 

(Dollars in millions, except per share) 
1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
DuPont follows generally accepted accounting principles in the United States of America (GAAP). The sianificant account!™ 
policies described below, together with the other notes that follow, are an integral part of the Consolidated Financial Statements. 
Preparation of Financial Statements 
JffUJt'financi?istatementsconformity with GAAP requires management to make estimates and assumptions that 
sta^m^nt^anri ass®? I,ablllties a"d disclosure of contingent assets and liabilities at the date of the financial 
fhosTStimates reported amounts o f  revenues and expenses dunng the reporting period. Actual results could differ from 

Accounting Changes 
1' 2J?°-7i tt?e1comPany adopted Financial Accounting Standards Board (FASB) Interpretation No 48 

(S^AS 'if 48 darifies «je application of SFAS 109, "Accounting for Income 
flfhf rkifr i, a •' ̂  dafm,n.9 cntena that an individual income tax position must meet for any part of the benefit of that position 
to be recognized in an enterpnse s financial statements and provides guidance on measurement derecoanition classification 
accounting for interest and penalties, accounting in interim periods, disclosure, and transition Upon adoption the comoanv ' 
Jarmary l3 2007 (see Note 6)1"® Pr®Vi°USly aCCrUed ,iabi,ities and a corresponding $116 incmas'e in S^ 

Basis of Consolidation 
The Consolidated Financial Statements include the accounts of the company, subsidiaries in which a controllina interest is 
!™n«a'ned and variable interest entities (VIE) for which DuPont is the primary beneficiary. For those consolidated subsidiaries in 
rSEttSSZHPft °wnarsh'Plaas ,han 100 percent, the outside stockholders' interestsare shown'as^Minori^Tntereste 
hactf Thilfnw.^ S- °vfr which the company has significant influence but not a controlling interest are carried on the equity 
ba?'.' TJ),S ""eludes majority owned entities for which the company does not consolidate because a minority investor holds 
substantive participating nghts. Investments in affiliates over which the company does not have significant influence are 

mSaI°nX^ terns'' ^0r'°SSeS^ from iSSUan°®S byan affi,iateorasubs?cJ?a^^to,oSare 

Revenue Recognition 
The company recognizes revenue when the earnings process is complete. The company's revenues are from the sale of a wide 
X9n ^^ol^stomers around the workl Revenue for produces i^^ 
wheni title and nsk of loss have been transferred, collectibility is reasonably assured and pricing is fixed or determinable 
K±taAn!'a"y ?" Producisales afa sold FOB (free on board) shipping point or, with respect to ribn-ut Sjstom^ an eauivalent 
nffhefi™ a»-e m for sales returns and other allowances based on the company's experience. The company accounts for 
cash sales incentives as a reduction in sales and noncash sales incentives as a charge to cost of goods sold or selHna exDensp 
depending on the nature of the incentive. Amounts billed to customers for shipping and handling fees are included in Net sales ' 
52by th® ~Tpany for *e de"very of goods are classified as Cost of goods sold and olKperatirlg chargesto 
the Consolidated Income Statements. Taxes on revenue-producing transactions are excluded from Net sales. 
The company periodically enters into prepayment contracts with customers in the Agriculture & Nutrition seament and receives 
advance payments for product to be delivered in future periods. These advance payments are recorded as deferred revenue and 
are included in Other accrued liabilities on the Consolidated Balance Sheets. Revenue associated with advance payments is 
recognized as shipments are made and title, ownership and risk of loss pass to Ihe customer. 

thp®lfMd«oy5,ty i']c?rTle is raco9njzedI in accordance with agreed upon terms, when performance obligations are satisfied 
the amount is fixed or determinable and collectibility is reasonably assured 9 sausneo, 
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E. I. du Pont de Nemours and Company 
Notes to the Consolidated Financial Statements (continued) 

(Dollars in millions, except per share) 
Cash and Cash Equivalents 
Cash equivalents represent investments with maturities of three months or less from time of purchase. They are carried at cost 
plus accrued interest, which approximates fair value because of the short-term maturity of these instalments. 

Investments in Securities 
Marketable securities represent investments in fixed and floating rate financial instruments with maturities of twelve months or 
less from time of purchase. They are classified as held-to-maturity and recorded at amortized cost. 

Other assets include long-term investments in securities, which comprise investments for which market values are not readily 
available (cost investments) and available-for-sale securities that are reported at fair value (see Note 13). 

Inventories 
The majority of the company's inventories are valued at cost, as determined by the last-in, first-out (LIFO) method; in the 
aggregate, such valuations are not in excess of market. Seed inventories are valued at the lower of cost, as determined by the 
first—in, first-out (FIFO) method, or market. 

Elements of cost in inventories include raw materials, direct labor and manufacturing overhead. Stores and supplies are valued 
at cost or market, whichever is lower; cost is generally determined by the average cost method. 

Property, Plant and Equipment 
Property, plant and equipment (PP&E) is carried at cost and is depreciated using the straight-line method. PP&E placed in 
service prior to 1995 is depreciated under the sum-of-the-years' digits method or other substantially similar methods. 
Substantially all equipment and buildings are depreciated over useful lives ranging from 15 to 25 years. Capitalizable costs 
associated with computer software for internal use are amortized on a straight-line basis over 5 to 7 years. When assets are 
surrendered, retired, sold or otherwise disposed of, their gross carrying values and related accumulated depreciation are 
removed from the accounts and included in determining gain or loss on such disposals. 

Maintenance and repairs are charged to operations; replacements and improvements are capitalized. 

Goodwill and Other Intangible Assets 
Goodwill and indefinite-lived intangible assets are tested for impairment at least annually; however, these tests are performed 
more frequently when events or changes in circumstances indicate the carrying value may not be recoverable. The company's 
fair value methodology is based on quoted market prices, if available. If quoted market prices are not available, an estimate of 
fair market value is made based on prices of similar assets or other valuation methodologies including present value techniques. 
Impairment losses are included in Cost of goods sold and other operating charges. 

Definite-lived intangible assets, such as purchased and licensed technology, patents and customer lists are amortized over their 
estimated useful lives, generally for periods ranging from 5 to 20 years. The company continually evaluates the reasonableness 
of the useful lives of these assets. Once these assets are fully amortized, they are removed from the Consolidated Balance 
Sheets. 

Impairment of Long-Lived Assets 
The company evaluates the carrying value of long-lived assets to be held and used when events or changes in circumstances 
indicate the carrying value may not be recoverable. The carrying value of a long-lived asset is considered impaired when the 
total projected undiscounted cash flows from such asset are separately identifiable and are less than its carrying value. In that 
event, a loss is recognized based on the amount by which the carrying value exceeds the fair market value of the long-lived 
asset. The company's fair value methodology is based on quoted market prices, if available. If quoted market prices are not 
available, an estimate of fair market value is made based on prices of similar assets or other valuation methodologies including 
present value techniques. Long-lived assets to be disposed of other than by sale are classified as held for use until their 
disposal. Long-lived assets to be 
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E. I. du Pont de Nemours and Company 
Notes to the Consolidated Financial Statements (continued) 

(Dollars in millions, except per share) 

s^nd^epreciatfon is ffisamtinued'^ ^ Sa'e ^ ̂reported at the lower of amount or fair market value less cost to 

Research and Development 
Research and development costs are expensed as incurred. 
Environmental 
£2^ for enwonmental matters are recorded in operating expenses when it is probable that a liability has been incurred and 
ffisaxmted l,abiIlty can be reasonably estimated. Accrued liabilities do not include claims against third parties and are not 

rf'^eb ,0 environmental remediation are charged to expense. Other environmental costs are also charged to expense 
capitalized^lncrease va'ue of the property or reduce or prevent contamination from future operations, in which case, they are 

Asset Retirement Obligations 
The company records asset retirement Obligations at fair value at the time the liability is incurred. Accretion expense is 
recognized as an operating expense using the credit-adjusted risk-free interest rate in effect when the liability was recoqnized 
The associated asset retirement obligations are capitalized as part of the carrying amount of the long-lived asset and 
depreciated over the estimated remaining useful life of the asset, generally for periods ranging from 1 to 20 years. 
Litigation 
JhK iS?1?paily ac<jrues f<* '"abilities related to litigation matters when the information available indicates that it is probable that a 
liability has been incurred and the amount of the liability can be reasonably estimated. Legal costs such as outside counsel fees 
and expenses are charged to expense in the period incurred. counsel rees 

Insurance/Self-Insurance 
Inn where Permitted by law or regulation, including workers' compensation, vehicle liability 
and employee related benefits. Liabilities associated with these risks are estimated in part by considering historical claims 
expenence, demographic factors and other actuarial assumptions. For other risks, the company uses a combination of insurance 
and self-insurance, reflecting comprehensive reviews of relevant risks. 
Income Taxes 
Thei^^sion for income taxes is determined using the asset and liability approach of accounting for income taxes. Under this 
r PK I?- deferred ta*es represent the future tax consequences expected to occur when the reported amounts of assets and 
rl^I^r^rerf?.°r pa'f The provision for income taxes represents income taxes paid or payable for the current year ptus 

,n deferred faxes dunng the year. Deferred taxes result from differences between the financial and tax bases of the 
compan/s assets and liabilities and are adjusted for changes in tax rates and tax laws when changes are enacted Valuation 
allowances are recorded to reduce deferred tax assets when it is more likely than not that a tax benefit will not be realized 
Provision has been made for income taxes on unremitted earnings of subsidiaries and affiliates, except for subsidiaries in which 

artL etrTel c? Pe[manently invested. Investment fax credits or grants are accounted for m the period earned (the 
flow through method). Interest accrued related to unrecognized tax benefits is included in miscellaneous income and 
^f5!feiSr ' ul?deL°ih®r lnc°me, net Income tax related penalties are included in the provision for income taxes. It is 
^°nab,y Possible that changes from future completed tax examinations could be significant when compared to the company's 
global unrecognized tax benefits, however due to the uncertainty regarding the timing of completion of these audits and the 
belnade C°meS' 3 CUIT est,mate of the ran9e of increase or decrease that may occur within the next twelve months cannot 
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E. I. du Pont de Nemours and Company 
Notes to the Consolidated Financial Statements (continued) 

(Dollars in millions, except per share) 
Foreign Currency Translation 

d?"ar.(USD)is the functional currency of most of the company's worldwide operations. For subsidiaries where the USD 
rates ovrilST curren»cy' foreign currency asset and liability amounts are remeasured into USD at end-of-period exchange 
ramMsnraH i hi'cteri^ f' pr|paM? expenses' Property, plant and equipment, goodwill and other intangible assets, which are 

histoncal rates. Foreign currency income and expenses are remeasured at average exchange rates in effect 
dunng the year, except for expenses related to balance sheet amounts remeasured at historical exchange rates Exchanae aains 

which toey^ccurrement of fore,'9n currerlcy-denominated monetary assets and liabi|itjes are jncjuded jn 

For subsidiaries where the local currency is the functional currency, assets and liabilities denominated in local currencies are 
tav eftenil "I? ̂  end-0J""Penod exchange rates and the resultant translation adjustments are reported, net of their related 
tax effects, as a component of Accumulated other comprehensive income (loss) in stockholders' equity Assets and liabilities 
resTT^channee„ate^.e l0Ca' ff. ̂ ^sured into the local currency p^r to ^i^ttonintafuSDand^he 
into USD atTve^ge^xchanj^rates fo eff^u^ngTeTeriol?6 ̂  * WhiCh ^ ̂  'nC°me and eXpenses are translated 

Variable Interest Entities (VIEs) 
Iijf-iS°mpally ^."datesVlEs where DuPont is considered the primary beneficiary. At December 31 2007 the assets 
liabilities and operations of these entities are not material to the Consolidated Financial Statements of the company. 

The company is also involved with other entities that are VIEs for which the company is not currently the Drimarv beneficiarv 
oJwvretifv s may reclulre these VIEs to be consolidated if the company becomes the primary beneficiarv At December 3^ 
cnraLt\afhearaar^iabilit,ieS oftha ofof VP are immaterial to the Consolidated F?nanda7st",?^ 
and is notMateria? income (loss) of these VIEs is included in Other income, net, in the Consolidated Income Statements 

Hedging and Trading Activities 
ara ^Ported on the Consolidated Balance Sheets at their fair values. For derivative instruments 

designated as fair value hedges, changes in the fair values of the derivative instruments will generally be offset on the income 
changes in the fair value of the hedged items. For derivative instruments designated as cash flow hedges the 

• H ° a1.y hedgeisreported in Accumulated other comprehensive income (loss) until it is cleared to earnings during 
£tn°d ln Wh£h lhe hedged item affects earnings. The ineffective portion of all hedges is re^gSin^nt%riJd 

earnings! 9es ,n e fa,r values 01 denvative instruments that are not designated as hedges are recorded in current period 

In the event that a derivative designated as a hedge of a firm commitment or an anticipated transaction is terminated Drior to the 
the hSt^^ran^^inrf^f Painst?r lossfs realized at termination are deferred and included in the measurement of 
the hedged transaction. If a hedged transaction matures, or is sold, extinguished, or terminated prior to the maturitv of a 

't H aSa ^e?9I .of ,®uctl transaction, gains or losses associated with the derivative through the date the 
t^ °fTatUr.ed ar? ,n.cllJded in the measurement of the hedged transaction and the derivative is reclassified as for trading 
aPn7c&^^ antidpated are as for trading 

Cash flows from derivative instruments accounted for as either fair value hedges or cash flow hedges are reDorted in the same 
category as the cash flows from the items being hedged. Cash flows from all other derivative inSente ̂ e generally re^rtld 
as investing activities in the Consolidated Statements of Cash Flows. See Note 23 for additional^ 
company s objectives and strategies for derivative instruments. 
Reclassifications 
Certain reclassifications of prior years' data have been made to conform to 2007 classifications. 
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Accounting Standards Issued Not Yet Adopted 

E. I. du Pont de Nemours and Company 
Notes to the Consolidated Financial Statements (continued) 

(Dollars In millions, except per share) 
wtwiunw W9U6U IIUl • CI MUUpiBQ 

r e  f f F A S B j s s u e d  Statement of Financial Accounting Standards No. 1 5 7 ,  "Fair Value Measurements." 
ID T^1 ̂  how.compar,,i1eus shou'd measure fair value when required for recognition or disclosure purposes 

ha^H nlfeU" i c?r5VISIOnS. e applied existing accounting measurements and related disclosures that are 
cased on fair value. SFAS 157 does not require any new fair value measurements. The standard applies a common definition of 
mLra^™Hea^«SlW0Ut GAAP, ̂ emphasis on fair value as a "market-based" ^-speldfic 

^ u 3 h®rarchy °'.fair Ya,ue measurement methods. The disclosure requirements are expanded to 
£« « Y J1, 9 w^lcl1 companies use fair value measurements, the methods and assumptions used to measure fair value 

Tha .measurements on earnings. SFAS 157 is effective for fiscal years beginning after November 15,2007. 
The new standard s provisions applicable to the company will be applied prospectively beginning January 1 2008 The FASB on 
F e b r u a r y  1 2  2 0 0 8 .  i s s u e d  F A S B  S t a f f  P o s i t i o n  ( F S P )  F A S  1 5 7 - 2 .  T h i s  F S P  p S m H . a d e l l y i n f o e S F ^ W t o  
paca| ypal^ beginning after November 15.2008, for nonfinancial assets and nonfinancial liabilities, except for items that are 

aKa,r Yalu®'n tee financial statements on a recurring basis (at least annually). The delay is intended to 
?h co"stltcents add^onal t|me to consider the effect of various implementation issues that have arisen, or that 

may anse, from the application of SFAS 157. On February 14, 2008, the FASB issued FSP FAS 157-1 to exclude SFAS 13 
Accounting for Leases, and its related interpretive accounting pronouncements from the scope of SFAS 157. Management ' 
operations adoption of SFAS 157 will not have a material effect on the company's financial position, liquidity or results of 

f^mehinUI^.rJ?EcAcei^mB s}a,ement of Financial Accounting Standards No. 141 (revised 2007) "Business 
J 1 4 1 R )  w h i c h  r e p l a c e s  F A S B  S t a t e m e n t  N o .  1 4 1 .  S F A S  1 4 1 R  a d d r e s s e s  t h e  r e c o g n i t i o n  a n d  m e a s u r e m e n t  

of identifiable assets acquired, liabilities assumed, and non-controlling interests in business combinations. SFAS 141R also 
Icf users th5 f"?anctal statements to better evaluate the nature and financial effect of business 

rembnationsSFAS 141R applies prospectively to business combinations for which the acquisition date is on or after the 
beginning of the first annual reporting penod beginning on or after December 15,2008. SFAS 141R will be adopted by the 
Statemenfa1 ary ' company is currently evaluating the impact of adoption on its Consolidated Financial 

In December 2007, the FASB issued Statement of Financial Accounting Standards No. 160, "Noncontrolling Interests in 
Consolidated Financial Statements - an amendment of Accounting Research Bulletin No. 51" (SFAS 160) which chanqes the 

report,l?9for minority interests and for the deconsolidation of a subsidiary. It also clarifies that a third-party, 
™ '9? consolidated subsidiary is an ownership interest in the consolidated entity that should be reported as 
™nsolldatedfinancialstatements. SFAS 160 also requires disclosure that clearly identifies and distinguishes 

between the interests of the parent and the interests of the non-controlling owners. SFAS 160 is effective for fiscal vears 
S2afDeCe^15V2008- SFAS 160 will be adopted by the company on January 1 200^ ®^ fa intly 
evaluating the imDact of adoDtion on its CnnsnlififltpH Financial .Qtatonnanie 

w w ( — • "WW mil MB ouwpicu uy U WIII1J 
evaluating the impact of adoption on its Consolidated Financial Statements. 
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2. OTHERINCOME.NET 

E. I. du Pont de Nemours and Company 
Notes to the Consolidated Financial Statements (continued) 

(Dollars in millions, except per share) 

Cozaar®/Hyzaar® licensing income 
Royalty income 
Interest income 
Equity in (losses) earnings of affiliates (Note 12) 
Net gains on sales of assets 
Net exchange (losses) gains ! 
Miscellaneous income and expenses — net2 

1 Ih!,cP"1pa"y r°u,in5|y forward exchange attracts to offset Its net exposures, by ourrency. related to the foreign currency- denominated 
monetary assets and liabilities of Its operations. The objective of this program is to maintain an approximately balanced position in foreian currencies in 
aS^^Z im™ after"taX baSiS' ^ effeCtS * eXCha"9e ra,e Chan9es'The net pretax exc^an^^in^nd loss^Z?aige°^offset by the 

2 Miscellaneous income and expenses - net, principally includes insurance recoveries, litigation settlements, interest items, and other miscellaneous 

2007 2006 2005 
$ 951 $ 815 - $ 747 

125 120 130 
154 .129 227 
(130) .50. 108 
126 78 82 
(65) 16. 423 

. 114 353 135 

$ 1,275 $ 1,561 $ 1,852 

3. INTEREST EXPENSE 

Interest incurred 
Interest capitalized 

2007 
$ 475 

(45) 

$ 430 

2006 
$ 497 

(37) 

$ 460 

2005 
$541 

(23) 

$518 

4. RESTRUCTURING ACTIVITIES 
2007 Activities 
During 2007, the company did not institute any significant restructuring programs, in 2007, employee separation payments net of 
exchange impact, of $77 associated with 2006 restructuring activities were made. At December 31,2007, total liabilities rel'atina 
to pnor year restructunng activities were $82 including $70 associated with the plans initiated in 2006. 
2006 Activities 
Pi1™! 2006, the company initiated restructuring actions within its Agriculture & Nutrition and Coatings & Color Technologies 

c1?mpar,y s 9lob®' competitiveness. As a result, a net charge of $326 was recorded in Cost of goods 
sold and other operating charges for employee separation and asset write-downs. Further details are discussed below 
Agriculture & Nutrition 
During the fourth quarter 2006, the Agriculture & Nutrition platform launched plans to re-deploy capital and resources within 

f-w?6? ? business. The plans included the closing or streamlining of manufacturing units at about twelve sites and 
approximately 1,500 positions globally. Restructuring charges resulting from the plans totaled $194, $72 of which 

[forrnance Matenals segment results following the realignment of certain businesses in 2007. The global 
f ^ severance payments and $130 pnncipally for asset impairments, primarily related to definite-lived 
^nz iSn^main'.n9 useful "ves were. reduced, abandoned technology and other non-personnel charges. At 

December 31,2007,1,054 employees were separated from the company and 118 were redeployed. Essentially all employees 
frHo07and^in^OOfl company by 2009. Cash payments related to these separations were approximately $25 

F-13 
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E. I. du Pont de Nemours and Company 
Notes to the Consolidated Financial Statements (continued) 

(Dollars In millions, except per share) 
Coatings & Color Technologies 
A business transformation plan was instituted during the first quarter 2006 within the Coatings & Color Technologies seqment to 
better serve the company s customers and improve profitability. The plan included the elimination of approximately 1 700 

tha plan to131®?15135, including $123 related to severance payments primarily in 
fM aPP"?x|mately 1.300 emptoyees involved in manufacturing, marketing, administrative and technical 
activities. In connection with this program, a $12 charge was also recorded related to exit costs of non-strategic assets As of 

n^ic1SHeJ?f ? onn pos,tlo,Ps iden'j,fi®^1as a Part °f the company's 2006 program have been separated from the 
approximately $^2 fn 2007 and $28fn?006.nS 3 'ndiV'dUalS rede^e± Cash paymen,s re,ated t0 *aaa separations were 

Account balances and activity for the 2006 restructuring programs are summarized below: 

Net charges to Income in 2006 
Charges to accounts 

Employee separation payments 
Asset write-offs 

Balance at December 31,2006 

Employee separation payments 
Net Charges (credits) to income 
Asset write-offs 

Balance at December 31,2007 

Write-down of Assets 
$ 142 

(142) 

S 
(5) 

Employee 
Separation 

Costs Total 
$ 184 $ 326 

(32) & 
$ 152 $ 152 

(77). 
W/ 

(5) 

5 70 f » 

2005 Activities 
During 2005, the company did not institute any significant restructuring programs. In 2005, employee separation payments of 
5133 associated with prior year programs were made. 

5. SEPARATION ACTIVITIES-TEXTILES & INTERIORS 
On April 30, 2004, the company sold a majority of the net assets of Textiles & Interiors, referred to as INVISTA, to Koch, Inc. 
[Koch). During 2005, the company sold its investments in three affiliated companies with a book value of $84 to Koch and its 
rnvestment in a fourth affiliated company to its equity partner. In January 2006, the company completed the sale of its interest in 
Interiors601 affil,ate to rts eciu,ty Partner for proceeds of $14 thereby completing the sale of all of the net assets of Textiles & 

?°^pa"y rec°rd^d a ne! benefit of$62 resulting from divestiture activities. The company's transfer of its interest in 
the affiliates to Koch resulted in a gain of $35. The sale of two of these affiliates had been delayed until the company received 
approval from its equity partners The company also recorded a gain of $29 in 2005 related to the sale of the company's 
investment m ano^er equity affiliate and $2 of other charges associated with the separation. Net cash proceeds from these 
tral?.sactl0I?s foiled $135. Additionally, in 2005, the company received $40 of cash proceeds related to a 2004 sale of an equity 
affiliate to its partner. ^ ' 

The company indemnified Koch against certain liabilities primarily related to taxes, legal matters, environmental matters and 
representations and warranties. See Note 19 for additional information. 
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E. I. du Pont de Nemours and Company 
Notes to the Consolidated Financial Statements (continued) 

(Dollars in millions, except per share) 
6. PROVISION FOR INCOME TAXES 

Current lax expense (benefit): 
U.S. federal 

- U.S. slate and local 
International 

Deferred tax expense (benefit): 
U.S. federal 
U.S. state and local . 
International 

Provision for income taxes 

Stockholders' equity: 
Stock compensation1 

Net revaluation and clearance of cash flow hedges to earnings 2 
Net unrealized (losses) gains on securities 2 . . _ 
Minimum pension liability 2 
Pension benefits 

Net losses 3 
Prior service cost3 

Other benefits 
Net losses 3 
Net prior service benefit 3 

1 Represents Deferred tax benefits for certain stock compensation amounts that are deductible for income tax purposes but do not affect Net income. 

2 Represents Deferred tax charges (benefits) recorded as a component of Accumulated other comprehensive loss in Stockholders' equity. See Note 20. 

3 On December 31,2006, the company adopted prospectively SFAS 158 and as required, the company included in the ending balance of Accumulated 
other comprehensive loss, taxes associated with the gains and losses and prior service costs and credits, that pursuant to SFAS No. 87 and 106 prior 
to amendment by SFAS 158 had not been recognized as components of net periodic benefit cost. 

2007. 2006 2005 

$ 357 
13 

379 

"505 

-3$ 

$ 699 
13 

649 

- 749 _ 811 ....'.1. 1,361 

zzzsz" 
. 8.1 

(297) 
(18) 

(300) 

"" ' 204 

... W 

(1) (615) 109 

$ 748 $ 196 * $ 1,470 

(25) 
15 
2. 

St0
50? 

CM 

(40) i (20) 

383 
5 .. . 

(1,048) 
(51) 

223 
(55) 

(391) 
447 -

$ 1,296 $ (589) $ 1t4Q3 
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E. I. du Pont de Nemours and Company 
Notes to the Consolidated Financial Statements (continued) 

(Dollars in millions, except per share) 

Llllfec from temP°Jary differences between the financial and tax basis of the company's assets and 
provision areasfoHows porary dlfferences a"d tax loss/tax credit canyforwards/backs included in the deferred income tax 

Depreciation 
Accrued employee benefits 
Other accrued expenses 
Inventories 
Unrealized exchange (loss) gain 
Investment in subsidiaries and affiliates 
Amortization of intangibles 
Other temporary differences 
Tax loss/tax credit carryforwards/backs 
Valuation allowance - net 

2007 
$ (6) 

30. 

4 
• f S  

29 
(22) 
40 

$ (1) .'..$(618) 

The significant components of deferred tax assets and liabilities at December 31, 2007 and 2006, are as follows: 

Accrued employee benefits 
Other accrued expenses 
Inventories 
Unrealized exchange gains 
Tax loss/tax credit canyforwards/backs 
investment in subsidiaries and affiliates 
Amortization of intangibles 
Other 

Valuation allowance 

Asset 
$ . . -

1,469 
1,225 

238 
81 

2,830 
38 
92 

201 

$ 6,174 
4M24) 

$ 4,750 

2007 2006 
Liability Asset Liability 
$ 1,392 .$ — $ 1,380 

196 2,302 137 
658 .. .. 934 489 
121 _ 169 49 

— 43 
- 2,6.02 -

338 31 337 
643 75 661 
128 348 206 

$ 3,474 $ 6,504 $ 3,259 
(1,467) 

$ 3,259 

$ 5,037 

Current deferred tax assets of $564 and $656 at December 31, 2007 and 2006, respectively, are included in the caption Income 
t3xes within CCurrerit assets of the Consolidated Balance Sheets. In addition, Deferred tax assets of $1,523 and $1 430 are 
December 31 2007smH ^nniT^T,be^?1, 2007 ?nd 2006, respectively. See Note 13. Deferred tax liabilities of $9 and $39 at 
Bailee Sheets respectively, are included in the caption Income taxes within Current liabilities of the Consolidated 
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E. I. du Pont de Nemours and Company 
Notes to the Consolidated Financial Statements (continued) 

(Dollars in millions, except per share) 
An analysis of the company's effective income tax rate (EITR) follows: 

Statutory U.S.federaI income tax rate 
Exchange gains/losses 1 
Domestic operations.. 
Lower effective tax rates on international operations-net 
Tax settlements 
Lower effective tax rate on export sales 
The American Jobs Creation Act of 2004 (A. in A) 2 
Valuation Allowance Release 

2007 
35.0% 
(0.9) 
1X2) 

20.0% 

2006 
_ 35.0% 

0.6 
Q.1 

(12.4) 
(10L4) 
(0.8) 
(0.6) 
(5.6) 

5.9% 

2005 
- 35.0% 

9.4 
(1*4) 

-41.3% 

1 ^S^'Furth^nTorr^fin^ahm^th^mn e*c,ha,n9e. 9ains resulting from remeasurement of foreign currency denominated monetary assets and 
liabilities. Further information about the company s foreign currency hedging program is included In Note 23 under the heading Currency Risk. 

2 Reflects the tax impact associated with the repatriation of $9.1 billion under the AJCA. 

'nC0"lebef0rei!n:P°(nf,taxgs and minority interests shown below is based on the location of the corporate unit to which such 
t6' 5^°weven S|nce such earnings are often subject to taxation in more than one country, coupled with the 

Pnlhfffing teStT* ^ ̂  35 United Stat6S °r international does not correspond to 

United States (including exports) 
International 

2007 
$ 1J6S2 
$ 2,091 

$ 3,743 

2006 
.$ 1,947 

1,382 

$ 3,329 

2005 
$ 2,795 

768 

$3,563 

tav Of various junsdictiorrs in which the company operates, deductions or credits that cannot be fully utilized for 
Hi® curr?nt year may be earned forward or back, subject to statutory limitations, to reduce taxable income or 

taxes payable in future or prior years. At December 31, 2007, the tax effect of such carryforwards/backs, net of valuation 
2012 aZ$T89^x^refal^ 2012 amount- 51.206 has no expiration date, $20 expires after 2007 but before the end of 

£°?7^UMre!Jlit(,ed ®arni"9s°.f subsidiaries outside the United States totaling $9,644 were deemed to be 
f f lt .No deferred tax liability has been recognized with regard to the remittance of such earnings. It is not 

practical to estimate the income tax liability that might be incurred if such earnings were remitted to the United States. 

5hfrh^f^iHfi^rn-rifIly "If® h"ndreds of ir?come tax returns in the various national, state and local income taxing jurisdictions in 
7 ® ta*/®t!fms are subject to examination and possible challenge by the taxing authorities. Positions 

taxiL Z^nf^ be, sftt,led °r appealed by the company. As a result, there is an uncertainty in income 
S F A S 3 i ^ o n e i h * x i a , T ® i I , t s ,  l n a c c ? I d a n c e , w i t h  S F A S  N o - 1 0 9 .  " A c c o u n t i n g  f o r  I n c o m e  T a x e s "  
nX™, »=v ' , FASB ,ssued ™ 48, which clarifies the application of SFAS 109 by defining criteria that an individual 

m any p.a1 tbe benefit of that Position to be recognized in an enterprise's financial statements 
periods, d1sclo^re,Zd°tr^sifonremen derecognit,on' edification, accounting for interest and penalties, accounting in interim 

a"i?rdan<ra with the transition provisions, the company adopted FIN 48 effective January 1,2007. This resulted in a $116 
^PnM^QSIa<iC[u? liabilities and a corresponding $116 increase in Reinvested earnings at January 1, 2007 In 

a^rdan9e F'N 4®',that°^1 amount of global unrecognized tax benefits at December 31,2007 was $825. Of the $825 of 
unrecognized tax benefits, $443 relates to tax positions, which if recognized would 
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fc. I. du Pont de Nemours and Company 
Notes to the Consolidated Financial Statements (continued) 

(Dollars in millions, except per share) 
fP®"86-The 9rass accrued interest and penalty during 2007 in the Consolidated Income Statement was «?<; 

?r0SS ,"teJr!8t and Penalties at December 31.2007 was $114. The company S iS£ £ 
^ States of America (U.S.) federal jurisdiction, and various Mates and non-U S jurisdictions With 

the <?Tpan7JlJ1° 'Pn9er subject to U.S. federal, state and local, or non-ul Jnoome tax examSns bv'ta* 
years before ]999- "ls reasonably possible that changes to the company's global unrecognized tax benefits could 

»h however dueto the uncertainty regarding the timing of completion of audits and possible outcomes a current 
of!Pcreases or decreases that may occur within the next twelve months can not be made A reconciliation of the beginning and ending amounts of unrecognized tax benefits is as follows: reconciliation 

Total Unrecognized Tax Benefits as of 1/1^007 " _ . - f # 

^period'!""18 °f decreases in unreC09nized ^ benefits as a result of tax positions taken during the prior 

Gr^i®^,ountsof'ncreasesin ""recognized tax benefits as a result of tax portions taken during the prior 

Grperiod1°UntS °f increases in ""recognized tax benefits as a result of tax positions taken during the current 34 

'? the unrecognized tax benefits relating to settlements with taxing authorities . <->nm 
Exchange g^n/(iossf benefits as a result of a lapse of the applicable statue of limitations (16) 

Total Unrecognized Tax Benefits as of 12/31/2007 * 
$ 825 

Total unrecognized tax benefits that, if recognized would impact the .effective lax rate " « a*% 
Tota amount of interest and penalties recognized in the Consolidated Income Statement I ok 
Total amount of interest and penalties recognized in the Consolidated Balance Sheet $ 114 

7. EARNINGS PER SHARE OF COMMON STOCK 

periods^ndcated:3 reconciliation of the ""aerator and denominator for basic and diluted earnings per share calculations for the 

Numerator: " 20.07 — _ 2006 2005. 

^tevidends $ 21f| « * 2.050 

Net income available to common stockholders $ 2,978 $ 3,133 $ 2 046 

Denominator: 
Weighted-average number of common shares 

917,132.000 982,193.000 
compensation plans and accelerated share 
repurchase agreement 8,270,000 7,127,000 6,761,000 

Weighted average number of common shares 
outstanding-Diluted 925,402,000 928,601,000 988,954,000 

Ln^ifcied^aVe5a9e nu4m«e/ of common shares outstanding in 2007 and 2006 declined as a result of the comoanv's 
6""°" b">tod' •" ~ *«» 
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E. L du Pont de Nemours and Company 
Notes to the Consolidated Financial Statements (continued) 

(Dollars in millions, except per share) 
The following average number of stock options are antidilutive and therefore, are not included in the diluted earnings per share 
calculation: 

u , .. 2007 2006 2005 
Average number of stock options 23,252,000 63,294,000 52,958,000 

The 40 million decrease in the average number of stock options that were antidilutive in 2007 compared to 2006 was primarily 
due to the increase in the company's average stock price. Additionally, there were 12.8 million stock options that expired 
unexercised and were cancelled in January 2007, which were included in the average number of stock options that were 
antidilutive in 2006. 

8. ACCOUNTS AND NOTES RECEIVABLE 

December 31, 2007 2006 
Accounts receivabte-tratfe-net of allowances of $261 in 2007 and $233 in 2006 $ 4 649 $ saw 
other l'034 863 

$ 5,683 $ 5,198 

A£22!?lts and notes receivable are carried at amounts that approximate fair value and include amounts due from equity affiliates 
of $27 for 2007, and $58 for 2006. 

9. INVENTORIES 

December 31, 
Finished products 
Semifinished products 
Raw materials, stores and supplies 

Adjustment of inventories to a LI FO basis 

$ 

Inventory values, before LIFO adjustment, are generally determined by the average cost method, which approximates current 
cost Inventones, excluding seeds and stores and supplies, are valued under the LIFO method and comprised 80 percent of 
consolidated inventories before LIFO adjustment for the periods ended December 31, 2007 and 2006. Seed inventories of 
$1,369 and $1,115 at December 31,2007 and 2006, respectively, were valued under the FIFO method. Stores and supplies 
inventones of $259 and $281 at December 31,2007 and 2006, respectively, were valued under the average cost method. 

10. PROPERTY, PLANT AND EQUIPMENT 

2007 2006 
3,043 $ 3,075 
1,865 1,616 
1,0.00 104 

5,908 5,495 
(630) (554) 

5,278 $ 4,941 

December 31, 
Buildings 
Equipment 
Land 
Construction 

2007 2006 
$ 4,111 $ 4,081 

20,537 20,058 
426 417 

1,519 1,163 

$ 26,593 $ 25,719 
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E. I. du Pont de Nemours and Company 
Notes to the Consolidated Financial Statements (continued) 

(Dollars in millions, except per share) 
Property, plant and equipment includes gross assets acquired under capital leases of $55 and $61 at December 31,2007 and 
2006, respectively. Related amounts included in accumulated depreciation were $33 at December 31, 2007 and 2006. 

11. GOODWILL AND OTHER INTANGIBLE ASSETS 
Goodwill 
The following table summarizes changes in the carrying amount of Goodwill for the year ended December 31,2007, by 
reportable segment: 

Agriculture & Nutrition 
Coatings & Color Technologies 
Electronic & Communication Technologies 
Performance Materials 
Safety & Protection 
Other 

Total 

Balance 
as of December 31, 

2007 
$ 461 

821 
177 
422 
182 
11 

$ 2,074 

Goodwill 
Adjustments and 

Acquisitions 
$ (i> 

• 2 

(37) 
2 

$ (34) 

Balance 
as of December 31, 

2006 
$ 462 

821 
175 
459 
180 
11 

$ 2,108 

Changes in Goodwill in 2007 resulted from purchase accounting refinements and other acquisitions and divestitures. In 2007, the 
company performed its annual impairment tests for goodwill and determined that no goodwill impairments existed. 
Other Intangible Assets 
The following table summarizes the gross carrying amounts and accumulated amortization of other intangible assets by major 
class: 

Intangible assets subject to 
amortization (Definite-lived) 

Purchased and licensed 
technology 

.Patents 
Trademarks 
Other1 

Intangible assets not subject 
to amortization 
(Indefinite-lived) 
Trademarks/tradenames 
Pioneer germplasm 2 

Gross 

$ 2,410 
155 
53 

536 

3,154 

179 
975 

1,154 

$4,308 

December 31,2007 
Accumulated 
Amortization 

(1,452) 

$ (1,452) 

Net 

$ 1,268 
99 
36 

299 

1,702 

179 
97® 

1,154 

$2£5® 

December 31, 2006 
Accumulated 

Gross Amortization 

.$ 2,099. 
141 

53 
536 

2,829 

180 
975 

1,155 

$ 3,984 

(1,253) 
(46) 
(14) 

(192) 

(1,505) 

$ (1,505) 

Net 

$ 846 
95 
39 

344 

1,324 

180 
975 

1,155 

$ 2,479 

Primarily consists of sales and grower networks, customer lists, marketing and manufacturing alliances and noncompetition agreements. 

Pioneer germplasm is the pool of genetic source material and body of knowledge gained from the development and delivery stage of plant breeding. 
The company recognized germplasm as an intangible asset upon the acquisition of Pioneer. This intangible asset is expected to contribute to cash 
flows beyond the foreseeable future and there are no legal, regulatory, contractual, or other factors which limit its useful life. Prior to the adoption of 
SFAS No. 142, "Goodwill and Other Intangible Assets," the company amortized germplasm on a straight-line basis over a period of forty years, the 
maximum period previously allowed under generally accepted accounting principles. 
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E-1, du Pont de Nemours and Company 
Notes to the Consolidated Financial Statements (continued) 

(Dollars in millions, except per share) 
During 2007, the company s wholly-owned subsidiary, Pioneer Hi-Bred International, Inc. (Pioneer) entered into a business 
agreement on com herbicide tolerance and insect control trait technologies with Monsanto Company. Among other provisions 

ma uft0 com license agreements; both parties agreed to exchange certain non-assert and other intellectual property nghts; and both parties obtained nghts to reference and access certain regulatory data and approvals in 
wnicn tne other has certain interests. rr 

The YieldGard MON810 Com license agreement has been modified to provide Pioneer with more favorable royalty terms and 
broader nghts to certain regulatory data and approvals for use in developing products stacked with YieldGard® MON810 Com. 
As part of the agreement Monsanto receives broader rights and access to certain Herculex® Insect Control trait regulatory data 
and approvals for use in developing products stacked with Herculex Insect Control traits. 

onnna&reem^naJl° modififdttie existing Roundup Ready® Com 2 license to provide for specified annual royalty payments from 
2°°8 through 2015 versus the per unit royalty arrangement in place for the same period. As a result of the change from a per unit 
royalty payment to specified annual royalty payments, the company recorded an intangible asset for licensed technology and an 
associated liability with a net present value of $573 in the year ended December 31, 2007. The intangible asset is suWect to 
amortization, which will be reported in Cost of goods sold and other operating charges, over the life of the related contract. 
Interest expense associated with the liability will be reported in Cost of goods sold and other operating charges. Cumulative cash 
payments will be approximately $725 over this eight-year period. 

JJ?®a99re9at® Prftox amortization expense for definite-lived intangible assets was $213 for 2007, $227 for 2006 and $230 for 
°2» JAe estlmat®d aggregate pretax amortization expense for 2008, 2009, 2010, 2011 and 2012 is $280 $290 $275 $260 

and $210, respectively, including amounts that will be reported in Cost of goods sold and other operating charges. 

12. SUMMARIZED FINANCIAL INFORMATION FOR AFFILIATED COMPANIES 
Summarized combined financial information for affiliated companies for which the equity method of accounting is used (see 
Note 1) is shown on a 100 percent basts. The most significant of these affiliates at December 31, 2007, are DuPont Teiiin Films 
DuPont-Toray Company Ltd. and DuPont-Mitsui, all of which are owned 50 percent by the company. Dividends received from ' 
equity affiliates were $88 in 2007, $61 in 2006 and $107 in 2005. p ' 

2007 2006 2005 
$ 3,414 $ 3,491 $ 3,789 

171 205 333 
207 66 85 
333 
207 

(19) 3 7 
54 47 101 

(165) 

$ (130) $ 50 $ 108 

Results of operations 
Net sales1 
Earnings before income taxes 
Netincome* 

DuPont's equity in (losses) earnings of affiliates: 
Partnerships-pretax 3 
Corporate joint ventures-after tax 
Write-down of investment4 

1 Includes sales to DuPont of $496 in 2007, $624 in 2006, and $631 in 2005. 

2 i^sSdte iSn2o2^ 2a0nO65qUity aff"ia'e " ^ a 20 P*™"' Merest. 

3 Income taxes are reflected in the company's provision for income tax. 

4 L?n!!^^h^r9?nnf7$1r>6fo^rite T ̂  ?°mPan/s Investment in a polyester films joint venture in the Performance Materials segment As a result 
at December 31, 2007, DuPont ceased using the equity method of accounting for three legal entities within the joint venture. 
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2R07 __ _ . 2006.. 
1,345 $1,376 
1,325 1,752 

2,670 . 3428 

420 639. 
659 687 

82 238 
118 112 

1,309 1,676 

818 $ 803 

E. I. du Pont de Nemours and Company 
Notes to the Consolidated Financial Statements (continued) 

(Dollars in millions, except per share) 

Financial position at.December 31,. 
Gurrentassets 
Noncurrent assets 

: • Total assets .• 

Short-term, borrowings 1 
Other cwrentJiahilities 
Long-term borrowings 1 
Other, long-term liabilities 

Total liabilities 

DuPont's investment in affiliates (includes advances) 

1 The company's pro rata interest in total borrowings was $246 in 2007 and $432 in 2006, of which $48 in 2007 and $300 in 2006 were auaranteed bv the 
company. These amounts are included in the guarantees disclosed in Note 19. 

13. OTHER ASSETS 

December 31, 
Employee benefits - pension (Note 21) 
Long-term investments in, securities 
Deferred income taxes (Note 6) 
Miscellaneous 

Included within Long-term investments in securities are securities for which market values are not readily available (cost 
investments) and secunties classified as available-for-sale. The company's cost investments totaled $61 and $73 at 
P®F®rnber 31.2°07 and 2006, respectively. The company's available for sale securities totaled $29 and $21 at December 31 
2007 and 2006, respectively. 

14. ACCOUNTS PAYABLE 

December 31, 2007 2006 
Trade payables. . $ 2,610 $ 2,162 
Payables to banks 113 166 
Miscellaneous 449 333 

$3,172 $2,711 

Trade payables includes $34 in 2007 and $47 for 2006 due to equity affiliates. Payables to banks represent checks issued on 
certain disbursement accounts but not presented to the banks for payment. The reported amounts shown above approximate fair 
value because of the short-term maturity of these obligations. 
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$ 2,187 $ 1,040 

90 94 
1,523 1,430 

563 455 
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15. SHORT-TERM BORROWINGS AND CAPITAL LEASE OBLIGATIONS 

December 31, „ _ . 2007 2006 
Commercial paper 1 

QtberJaansryarious_currencies ... 148 352 
LongrtermrMApayatele within one year •' 21 1.163* 
Capital lease obligations 3 ' 2 

" $ 1,370 $ 1,517 

The estimated fair value of the company's short-term borrowings, including interest rate financial instruments, based on quoted 
market prices for the same or similar issues, or on current rates offered to the company for debt of the same remaining 
maturities, was $1,400 and $1,500 at December 31, 2Q07 and 2006, respectively. 

Unused bank credit lines were approximately $4,300 and $3,500 at December 31,2007 and 2006, respectively. These lines are 
available to support short-term liquidity needs and general corporate purposes including letters of credit As of December 31, 
2007, the company had outstanding letters of credit of $255 supporting commitments made in the ordinary course of business. 

The weighted-average interest rate on short-term borrowings outstanding at December 31,2007 and 2006 was 4.3 and 
5.4 percent, respectively. 

16. OTHER ACCRUED LIABILITIES 

December 31, 2007 2006 
Compensation and other employee-related costs $ MS $ 796 
Deferred revenue 981 817 
Employee benefits (Mote 21) 427 487 
Discounts .and rebates 394 374 
Miscellaneous •1116 1,060 

$ 3,823 $ 3,534 

Deferred revenue principally includes advance customer payments related to businesses within the Agriculture & Nutrition 
segment. Miscellaneous other accrued liabilities principally includes accrued plant and operating expenses, accrued litigation 
costs, employee separation costs in connection with the company's restructuring programs, the estimated fair value of certain 
guarantees and accrued environmental remediation costs. 

F-23 



Table of Contents 

E. I. du Pont de Nemours and Company 
Notes to the Consolidated Financial Statements (continued) 
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17. LONG-TERM BORROWINGS AND CAPITAL LEASE OBLIGATIONS 

December 31, 
U.S. dollar 
. Industrial development bonds due 2026-2029 1 

Medium-term notes due 2013-2048 2 
6.75% notes due 2007 3'4 
3.375% notes due 2007 3>4 
5.75% notes due 2009 
5.88% notes due 2009 
6.88% notes due 2009 4 
4.125% notes due 2Q10 4 

.4.75% notes due 2012 
5.00% notes due 2013 
4.875% notes due 2014 
525% notes due 2016 

_ 6.50% debentures due 2028 
5.60% notes due 2036 

Other Joans (average interest rate of 1.1 percent)3 
Foreign ourrency denominated loans . 

Euro loans (average interest rate of 4.7 percent) 3>5 
. Qtherloans (various currencies)3 

Less short-term portion of long-term debt 

2007 2006. . 

$ 50 $ 50 
457 454 
- 485 
• » ,  .  395 

_ 200 200 . 
404 408 
889 881 
914 884 
400 400 
748 -

497 496 
598 598 
298 298 
395 395 
24 30 

22 1.034 
70 154 

5,966 7,162 
21 1,163 

5,945 5,999 
10 14 

$ 5,955 $ 6,013 

Capital lease obligations 

Total 

1 Average interest rates on industrial development bonds for December 31. 2007 and 2006, were 6.0 percent. 

2 Average interest rates on medium-term notes at December 31,2007 and 2006, were 5.1 percent and 5.3 percent, respectively. 

3 Includes long-term debt due within one year. 

4 JhK c°mpa"yhas outstanding interest rate swap agreements with notional amounts totaling $1,150. Over the remaining terms of the notes and 
debentures, the company will receive fixed payments equivalent to the underlying debt and pay floating payments based on USD UBOR. The fair value 
of the swaps was an asset of $19 at December 31, 2007 and a liability of $24 at December 31, 2006. 

5 und!rd/u2A°"OWin9S deCreased in 2007 Primari|y due to ^ repayment of borrowings used to support the repatriation of foreign subsidiary earnings 

Maturities of long-term borrowings are $1,522, $915, $14 and $400 for the years 2009,2010, 2011 and 2012 respectively and 
$3,094 thereafter. r " 

The estimated fair value of the company's long-term borrowings, including interest rate financial instruments, based on quoted 
wasftS 000^t Det^nbeI^°r2007%id^M6Or °n current rates offered ,0 the company for debt of the same remaining maturities, 
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18. OTHER LIABILITIES 

December 3.1, ... _ . .. . 2007. 2006. 
Employee henefits 

Accrued other long-term benefit costs {Note 21) $ 3,481 $4,045 
Accrued periston benefit coats (Note 21) . . 1,663 1,844 

Accrued environmental remediation costs 273 269 
Miscellaneous 1,838 1,534 

$ 7,255 $ 7,692 

Miscellaneous includes asset retirement obligations, litigation accruals, tax contingencies, royalty payables and certain 
obligations related to divested businesses. 

19. COMMITMENTS AND CONTINGENT LIABILITIES 
Guarantees 
Product Warranty Liability 
The company warrants that its products meet standard specifications. The company's product warranty liability as of 
December 31,2007 and 2006 was $23 and $17, respectively. Estimates for warranty costs are based on historical claims 
experience. 

Indemnifications 
In connection with acquisitions and divestitures, the company has indemnified respective parties against certain liabilities that 
may arise in connection with these transactions and business activities prior to the completion of the transaction. The term of 
these indemnifications, which typically pertain to environmental, tax and product liabilities, is generally indefinite. In addition, the 
company indemnifies its duly elected or appointed directors and officers to the fullest extent permitted by Delaware law, against 
liabilities incurred as a result of their activities for the company, such as adverse judgments relating to litigation matters. If the 
indemnified party were to incur a liability or have a liability increase as a result of a successful claim, pursuant to the terms of the 
indemnification, the company would be required to reimburse the indemnified party. The maximum amount of potential future 
payments is generally unlimited. The carrying amounts recorded for all indemnifications as of December 31, 2007 and 2006 was 
$101 and $105, respectively. Although it is reasonably possible that future payments may exceed amounts accrued, due to the 
nature of indemnified items, it is not possible to make a reasonable estimate of the maximum potential loss or range of loss. No 
assets are held as collateral and no specific recourse provisions exist. 

In connection with the sale of INVISTA, the company indemnified the purchasers, subsidiaries of Koch, against certain liabilities 
primarily related to taxes, legal and environmental matters and other representations and warranties under the Purchase and 
Sale Agreement. Koch has presented claims under these indemnities which the companies are discussing; however, DuPont 
disagrees with Koch's presentation. The estimated fair value of the indemnity obligations under the Purchase and Sale 
Agreement is $70 and is included in the indemnifications balance of $101 at December 31, 2007. The fair value was based on 
managements best estimate of the value expected to be required to issue the indemnifications in a standalone, arm's length 
transaction with an unrelated party and, where appropriate, by the utilization of probability weighted discounted net cash flow 
models. Under the Purchase and Sale Agreement, the company's total indemnification obligation for the majority of the, 
representations and warranties can not exceed $1,400. The other indemnities are not subject to this limit. 

Obligations for Equity Affiliates & Others 
The company has directly guaranteed various debt obligations under agreements with third parties related to equity affiliates, 
customers, suppliers and other affiliated and unaffiliated companies. At December 31, 2007, the company had directly 
guaranteed $583 of such obligations, and $121 relating to guarantees of historical obligations for divested subsidiaries and 
affiliates. This represents the maximum potential amount of future (undiscounted) payments that the company could be required 
to make under the guarantees. The company would be required 
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(Dollars in millions, except per share) 
to perform on these guarantees in the event of default by the guaranteed party. At December 31,2007, a liability of $135 had 
been recorded for these obligations, principally related to obligations of the company's polyester films joint venture which are 
guaranteed by the company. No additional material loss is anticipated by reason of such agreements and guarantees. 

In certain cases, the company has recourse to assets held as collateral, as well as personal guarantees from customers and 
suppliers. Assuming liquidation, these assets are estimated to cover approximately 37 percent of the $261 of guaranteed 
obligations of customers and suppliers. Set forth below are the company's guaranteed obligations at December 31,2007: 

Obligations for customers, suppliers and other affiliated ami 
unaffiliated companies 1-2: 
Bank borrowings (terms up to 5 years) 
Revenue bonds (term 1 year) 
Leases on equipment and facilities 

(terms of 1 to 2 years) 
Obligations far equity affiliates 2: 

Bank borrowings (terms up to 5 years) 
Leases on equipment and facilities 

(terms of 1 to 3 years) 

Total obligations for customers, suppliers, other affiliated and 
unaffiliated companies and equity affiliates 

Obligations for divested subsidiaries and affiliates 3: 
Conoco (terms of 1 to 19 years) 
Consolidation Coal Sales Company 

(terms of 3 to 4 years) 

Total obligations for divested subsidiaries and affiliates 

Short-Term . Long-Term Total 

$ 379 $ 132 $ 511 
.1 1 -

$ 511 
.1 

- 23 23 

15 28 43 

- 5 5 

395 188 583 

18 18 

103 103 

- 121 121 

$ 3 9 5  $ 309 $ 704 

1 Existing guarantees for customers, suppliers and other unaffiliated companies arose as part of contractual agreements. 

2 Existing guarantees for equity affiliates and other affiliated companies arose for liquidity needs in normal operations. 

3 The company has guaranteed certain obligations and liabilities related to divested subsidiaries, including Conoco and its subsidiaries and affiliates and 
Consolidation Coal Sales Company. The Restructuring, Transfer and Separation Agreement between DuPont and Conoco requires Conoco to use Its 
best efforts to have Conoco, or any of its subsidiaries, substitute for DuPont Conoco and Consolidation Coal Sales Company have indemnified the 
company for any liabilities the company may incur pursuant to these guarantees. 

Operating Leases 
The company uses various leased facilities and equipment in its operations. The terms for these leased assets vary depending 
on the lease agreement. 

As of December 31, 2007, the company had one master operating lease program relating to short-lived equipment. In 
connection with this master operating lease program, the company had residual value guarantees in the amount of $104 at 
December 31, 2007. The guarantee amounts are tied to the unamortized lease values of the assets under the program and are 
due should the company decide neither to renew nor to exercise its purchase option. At December 31, 2007, the company had 
no liabilities recorded for these obligations. Any residual value guarantee amounts paid to the lessor may be recovered by the 
company from the sale of the assets to a third party. 

Future minimum lease payments (including residual value guarantee amounts) under noncancelable operating leases are $328, 
$179, $145, $118 and $91 for the years 2008, 2009,2010, 2011 and 2012 respectively, and $159 for subsequent years and are 
not reduced by noncancelable minimum sublease rentals due in the future in the amount of $12. Net rental expense under 
operating leases was $322 in 2007, $282 in 2006, and $265 in 2005. 
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Asset Retirement Obligations 
The company has recorded asset retirement obligations primarily associated with closure, reclamation and removal costs for 
mining operations related to the production of titanium dioxide in Coatings & Color Technologies The comoanv's asset 
retirement obligation liabilities were $62 at December 31,2007 and 2006. ecnnoiogies. i ne company s asset 

Litigation 
Benlate 

:ifceivin§ by growers that use of Benlate® 50 DF fungicide had caused crop damage DuPont has 
sSfcs Xn® have been disposed °^,hrou3h Wal' ^mi88a' or settlement. The 

Number 
Balance at January 1, 2005 of Caaes 

Filed 93 
Resolved {3-} 

Balance at December 31,2005 
Filed 63 
Resolved ~ 

Balance at December 31,2006 
Reinstated 69 
Resolved (4|} 

Balance at December 31, 2007 
14 

2007, ^oro were nine cases pending in Florida state court, involving allegations that Benlate ® caused crop 
P8" appealed the court s 2006 dismissal of one of the nine cases for failure to prosecute. Two of the nine cases 

£°u a j ferr\9rowers, were tried during the second quarter of 2006 resulting in a $56 judqment 
linn xt ' wh*p{2."J® reduced to $24 on DuPont's motion. At trial, the plaintiffs sought damages in the ranoe of $270 

thereto haVe aPPfale? the verdict. DuPont believes that the appealwillbTrKedinfeKaSd tneretore, has not established a reserve relating to the judgment. 

Jk '•h2<?.7, there ?,ne.cas® Pending in Rorida and one in Hawaii in which the plaintiffs seek to reopen 
settlements with the company by alleging that it committed fraud and misconduct, as well as violations of federal and state 

ln °ciober 2007. the appeals court entered an order precluding the judge frSkfnf fuX?ac«on efflctivelv 
dismissing the case pending in Flonda. Plaintiffs are seeking a discretionary review by the Florida Supreme Court In 2005 the 
case pending in Hawaii was settled in part for $1.2. In November 2007, the Hawaii Supreme 'Court affirm™ the state Ss 
nlfirtor onnV rtrema,nder of "J® ®ase- However, plaintiffs may seek review by the U.S. Supreme Court. During the second 

company settled five cases that were pending in Hawaii for $8.5. During the first quarter 2007 the dismissal of 
the sixteen reopener cases pending in Florida was affirmed and the cases were closed. ' 

^r!^tm^'2007, th?re wfre bwo cases pending in Delaware state court, involving allegations that Benlate ® caused birth 
p ? children exposed in utero. In the fourth quarter 2007, the court approved and finalized the settlement of S9 with thp ci* 

PnZ"foulthn!f^°,mS7eS,tahS WeJ'as other claimants rePresented by the same Kttlernem 

has appealed. The twenty-six other cases involving damage to shrimp pending against the company 
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sSSa^MSSSaaaSSSSSsSSSSa 

J3SaS;S5ss 
be sKfirant A?DecernberlT durance and does not expect additional insurance recoveries, if any, to 

9 1 ,  K December 31,2007, the company does not have any remaining accruals related to Benlate 
PFOA 
Env/ronmenfaMcf/ons Involving the Washington Works Site and Surrounding Area 

^a l^Pont^ -S Performed sampling and analytical testing of certain public and priv^e wafer systems in me 

so the company is providing alternative or treated water to these homes. y seven pnvate water weUs-

oJrtA 2®£? DuPont and EPA entered into a Memorandum of Understanding (EPA MOU) that reouirps nnPnnt tn 
At DeceUr «• 2o°7- ŝsssnrs* 

EPA Administrative Complaints 

will complete hvo Suppl^ental Env?onm^tal Fleets1116 C°mpany Paid CiV" fi"eS °f $10"25 and 

Actions: Drinking Water 

SSm £«SS°«12'5K?r10"™,n *da"0"-,he i <™u°« 
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PFOA In water to six area water districts, including the Little Hocking Water Association (LHWAV until the science Danel 
determines that PFOA does not cause disease or until applicable water standards can be met without such treatment The 
estimated cost of constructing, operating and maintaining these systems is about $20 of which $10 was oriqinaltv placed in an 
nlrTl"bref account-the ̂  quarter 2007, the water treatment system for toe L^ m 

he*S??rv? relating to the tending of the independent science panel health study and the water 
treatment systems was $21, including $6 in interest bearing escrow accounts. 

The settlement resulted in the dismissal of all claims asserted in the lawsuit except for personal iniurv claims If the indenendent 
science panel concludes that no probable link exists between exposure to PFOA and any diseases then the settlement would 

resolvepersonal injury claims. If it concludes that a probabte link does exist betS Sure toPFOaSKS? 
then DuPont would also tend up to $235 tor a medical monitoring program to pay for such medical testinq. In this event Dlaintiffs 
would retain their right to pursue personal injury claims. All other claims in the lawsuit would remain dismissed bv the settlement 

J kF£flieves ils re.mot® "lat ,he panel will find a probable link. Therefore, at December 31 2007 the comoanv had not 
SmmSess or per5ona, injury daims-However-there «* - —•*»« 

i" kUnuu200I'th?J-HWA notified DuPont that it intends to file suit under RCRA alleging "imminent and substantial endanoerment 
ssaafsss" <"pfoa *iB wens -» 

fields and underiying aquifer. LHWA's complaint seeks a variety of relief includinrwmpensato^andpunifived^ an 
injunction requ.nng DuPont to provide a new "pristine" well field and the infrastructure to deliver it images, and an 

PFOAto^xcts^Soofonbwe'e.m^ alle9in9that *m*'ng water had been contaminated by 
f ppr ue _?'?9ed releases from certain DuPont plants. One of these cases was filed in West Virginia 

ne iv^^r- beba,lf easterners of the Parkersburg City Water District, but was removed on DuPont's motion to the 
U.S. Detect Court for the Southern District of West Virginia. The other two purported class actions were filed in New Jersev One 
vv! i\n C°U? on Pehalf of individuals who allegedly drank water contaminated by releases from DuPont's Chambers 
^n^l^TnwSWw^r• new Srsey; Th5 second was fited in Slate court on behalf of customers serekred primarify by the 

 ̂̂ »««ssjsss sssss. 
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Consumer Products Class Actions 

Number 
Balance at January 1,2005 °* Cases 

FMed " 
Resolved 10 

Balance at December 31,2005 „ E 
Filed 1» 
Resolved 

Balance at December 31,2006 -,o 
FMed 
Resolved _ 

Balance at December 31,2007 23 

J107, intrastate dass anions have been filed on behalf of consumers who have purchased 
torvdSStor™nf,!Ji ,n ̂  coating in federal district courts against DuPont. The actions were filed on behalf of consumers 
ui Colorado, Connecticut, Delaware, the District of Columbia, Florida, Illinois, Indiana, Iowa, Kentucky, Massachusetts Michiaan 

Jersey, New Mexico, New York, Ohio, Oklahoma, Pennsylvania, South Carolina, Texas and West Virginia. Two of 
the 23 actions were filed in California. By order of the Judidal Panel on Multidistrict Litigation, all of these actions have been 
combined for coordinated and consolidated pre-trial proceedings in federal district court for the Southern District of Iowa. Under 
the court s latest case management order, a ruling on whether these cases can proceed as dass actions is expected in 2008. 

Jnncf,morTthif?^Mt.DuPort V'0lat-?d«sta4e laws by en9a?in9 in deceptive and unfair trade practices by failing "to disdose to 
consumers that products containing Teflon were or are potentially harmful to consumers" and that DuPont has liability based on 
state law theones of negligence and strict liability. The actions allege that Teflon ® contained or released harmful and dangerous 

!J)cJjjdln9 a chemical (PFOA) alleged to have been determined to be "likely" to cause cancer in humans The actions 
m.oneta.ry damages for consumers who purchased cooking products containing Teflon®, as well as the creation 
^ monitoring and independent scientific research, attorneys' fees and other relief. In December 2005, a motion 

class ^fion nnhohtif^^o K ln the SuPenor Court for the Province of Quebec, Canada seeking authorization to institute a 
action on behalf of ail Quebec consumers who have purchased or used kitchen items, household appliances or 

food-packaging containing Teflon or Zonyl non-stick coatings. A ruling on this motion is expected from the Court in 2008 
memberas ®templa^dan?ages ̂  aUe9ed to inc,ude the cost of replacement products as well as one hundred dollars per dass 

The company believes that the twenty-three class actions and the motion filed in Quebec are without merit and therefore 
Sail relatedtothe'se mattere"' re,ated t0 these actions"At December 31. 2007, the company had not established any 

Elastomers Antitrust Matters 
Since 2002, the U.S., European Union (EU) and Canadian antitrust authorities have investigated the synthetic rubber markets for 

Sh nmn~nrrpJm^eanT?9al,0ns ,n?uded DuPont Dow Elastomers, LLC (DDE), as a result of its partidpation in the 

Chem^7compaJJ^(Dow) an^uPont^ m°n°mer (EP°M) DDE Was a joint venture between Dow 

and Dow ®ntared int° a series of agreements under which DuPont obtained complete control over directing 
H3" £e «'9arll05 and DuPont agreed to a disproportionate share of the venture's 

liabilities andcosts related to these matters. Consequently, DuPont bears any potential liabilities and costs up to the initial $150 
On^in?30.1o05°DDE™2me a0"' "P l° $72'5 by paying 15 to 30 perce"1 toward liabilitiea andcosts in ex£™$150 On June 30,2005, DDE became a 
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wholly owned subsidiary of DuPont and was renamed DuPont Performance Elastomers LLC (DPE). In July 2007, DPE pled guilty 
to conspiring to fix prices and paid a fine of CON $4, approximately $3.8 USD, resolving all criminal antitrust allegations against it 
related to PCP in Canada. 

In late March 2007, the EU antitrust authorities issued a Statement of Objections that makes antitrust allegations regarding the 
PCP market against DPE, relating to the joint venture's activities, and DuPont, to which both have responded. In December 
2007, the EU antitrust authorities issued their decision, including the imposition of fines against DPE, Dow and DuPont totaling 
EURO 59.25 (approximately $87 USD). The company will seek appellate review. 

DDE resolved all criminal antitrust allegations against it related to PCP in the U.S. through a plea agreement with the DOJ in 
January 2005 which was approved by the court on March 29, 2005. The agreement requires the subsidiary to pay a fine of $84 
which, at its election, is being paid in six equal, annual installments. The annual installment payments for 2005,2006 and 2007 
have been made. The agreement also requires the subsidiary to provide ongoing cooperation with the DOJ's investigation. 

As a result of its April 2004 agreements with Dow, DuPont established accruals in 2004 of $268 and increased its accruals by 
$65 in the first quarter 2007. As a result of the EU decision in the fourth quarter 2007, the company reversed $44 of its accruals 
related to this matter. At December 31,2007, the company has accruals of approximately $130 related to this matter and a 
receivable of $17 for the amount it expects to be reimbursed by Dow. 
Spelter, West Virginia 
In September 2006, a West Virginia state court certified a class action against DuPont that seeks relief including the provision of 
remediation services and property value diminution damages for 7,000 residential properties in the vicinity of a closed zinc 
smelter in Spelter, West Virginia. The action also seeks medical monitoring for an undetermined number of residents in the class 
area. The smelter was owned and operated by at least three companies between 1910 and 2001, including DuPont between 
1928 and 1950. DuPont performed remedial measures at the request of the EPA in the late 1990's and in 2001 repurchased the 
site to facilitate and complete the remediation. The October 2007 trial was conducted in four phases! nihility, medical monitoring 
property and punitive damages. The jury found against DuPont in all four phases awarding $55.5 for property remediation and 
$196.2 in punitive damages. No specific amount was awarded in the medical monitoring phase although in post trial motions 
plaintiffs estimate medical monitoring at $130. Also, in post trial motions, plaintiffs' attorneys seek legal fees equivalent to 
one-third of the total award plus $8 in expenses. The company believes it has a strong basis for appeal and will seek the right to 
appeal all four phases. As of December 31, 2007, the company had recorded accruals of $55, although given the uncertainties 
inherent in litigation, there can be no assurance as to the final outcome. 
General 
The company is subject to various lawsuits and claims arising out of the normal course of its business. These lawsuits and 
claims include actions based on alleged exposures to products, intellectual property and environmental matters and contract and 
antitmst claims. Management has noted a nationwide trend in purported class actions against chemical manufacturers generally 
seeking relief such as medical monitoring, property damages, off-site remediation and punitive damages arising from alleged 
environmental torts without Claiming present personal injuries. Such cases may allege contamination from unregulated 
substances or remediated sites. Although it is not possible to predict the outcome of these various lawsuits and claims, 
management does not anticipate they will have a material adverse effect on the company's consolidated financial position or 
liquidity. However, the ultimate liabilities may be significant to results of operations in the period recognized. The company 
accrues for contingencies when the information available indicates that it is probable that a liability has been incurred and the 
amount of the liability can be reasonably estimated. 

Environmental 
The company is also subject to contingencies pursuant to environmental laws and regulations that in the future may require the 
company to take further action to correct the effects on the environment of prior disposal practices or releases of chemical or 
petroleum substances by the company or other parties. The company accrues for 
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nl^,S!ent^ remediation activities consistent with the policy set forth in Note 1. Much of this liability results from the 

o Ve Envi/onmentai Response, Compensation and Liability Act (CERCLA, often referred to as Superfundl the 
SS,?nSS?,0!l.a!,d^ ̂ ct (RCRA) and similar state laws, these laws require ^ ̂ pany to unSake certain 

1ST f» a Ifs at s,tes where the company conducts or once conducted operations or at sites where 
waste was disposed. The accrual also includes estimated costs related to a number of sites identified bv the 

S3BCat"bo..-**,no,'JE#HESSE"*"" 

Remediation activities vary substantially in duration and cost from site to site. These activities and their associated costs 
» T"* ""'I"® site characteristics, evolving remediation technologies, diverse regulatory agencies and 

CTiforcement policies, as well as the presence or absence of potentially responsible parties. AtDecember 31 2007 and 200R the 
Consolidated Balance Sheet included a liability of $357 and $349, respectively, relating to these matters and' in management's 
opinion, is appropnate based on existing facts and circumstances. The average time frame over which the accrued ororesenttv 
~s^Ftnl^d anlou"ts be paid, based on past history, is estimated to be 15-20 years CoreMerabteumhfreEl 
2K3S&SS,3a ,dS .a"n9" ln  "W "W »p SSKSHIS&SSr '  

Other 
The company has various purchase commitments incident to the ordinary conduct of business In the aaareoate such 
commitments are not at prices in excess of current market. aggregate, sucn 

20. STOCKHOLDERS'EQUITY 

UH°?,IIpany'8^r? of 9're£t.ors authorized a $2 billion share buybaek plan in June 2001. During 2007 and 2006 there were 
$505Asrf^e^h^rii1 onm? .pro9ram- Duri"9 2005 the company purchased and retired 9.9 million shares at a' total cost of 
Sum '9s2- *» -

"f™ sh?:^ 10^5" "'stand,r.3 common MockK™dma?!Kon 
madSt ml', fhofofcwSrtnemnth ESS™1 "l,h Go"""" Saehc purchasing an equivalent number ot stares In the open 

0n^u!y37' 2006' G9ldnIa„rl,?a<rhs completed its purchase of 75.7 million shares of DuPont's common stock at a volume 
weighted average price (VWAP) of $41.99 per share. Upon the conclusion of the agreement in 2006 the comoanv Daid $180 in 
2?!achs t0 iettle agreement. The final settlement price was baaed!uponZfcnLSteWW 
t^TOttie ?h^'nir^r2i!+e~rn0n wh,ch ended July 27,2006, and the purchase price of $39.62 per share. The amount paid 
to settle the contract was recorded as a reduction to Additional paid-in capital during the third quarter 2006 In addition the 
company made open market purchases of its shares in the third"quarter 2006 Soo at aS 

Der^share^A^'nfnera^hor^'^orinv ^li0n t0 purchase and immediately retire 34.7 million shares at an average price of $48.85 
retirement 119 8 ' company has completed the $5 billion share buybaek plan with the purchase and retirement ot 112.8 million shares at an average price of $44.33 per share. F 

^lihelDiri treafuyis ̂ corded at cost. When retired, the excess of the cost of treasury stock over its par value is allocated between Reinvested earnings and Additional paid-in capital. p 
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Set forth below is a reconciliation of common stock share activity for the three years ended December 31,2007: 

Shares of common stock 
Balance-January 1,2005 

Issued 
Repurchased 
Retired 

Balance December 31,2005 

Issued 
Repurchased 
Retired 

Balance December 31,2006 

Issued 
Repurchased 
Retired 

Balance December 31,2007 

Issued. 
1,081,362,000 

10,934.000 

(85,664,000) 

1,006,652,000 

4.823,000 

(2,366,000) 

1,009,109,000 

11,916,000 

(34,695,000) 

986,330,000 

Meld In Treasury 
(87,041,000) 

(85,664,000) 
85,664,000 

(87,041,000) 

(2,366,000) 
2,366,000 

(87,041,000) 

(34,695,000) 
34,695,000 

(87,041,000) 

The pretax, tax and after-tax effects of the components of Other comprehensive income / (loss) are shown below: 

2007 
Cumulative translation adjustment 
Net revaluation and clearance of cash flew hedges to earnings 
Pension benefits (Note 21) 
Other benefits (Note 21) 
Net unrealized gains on securities 

Qthercomprehensive income -

2006 
Cumulative translation adjustment 
Net revaluation and clearance of cash flow hedges to earnings 
Minimum pension liabity adjustment 
Net unrealized gains on securities 

Other comprehensive income 

2005 
Cumulative translation adjustment 
Net revaluation and clearance of cash flow hedges to earnings 
Minimum pension liability adjustment 
Net unrealized losses on securities 

Other comprehensive loss 

Pretax 

$ 94 
39 

1,028 
478 

7 

$ 1,646 

$ 77 
24 

160 
11 

$ 272 

$ (109 ) 
'?> 

(17) 

$ (122) 

Tax 

(15) 
(388) 
(168) 

(2) 

6 (573) 

(9) 
(54) 

(3) 

$ (66) 

$ -
1 

20 
6 

$ 27 

After-tax 

$ 94 
24 

640 
310 

5 

8 1,073 

$ 77 
15 

106 
8 

$ 206 

$ (109) 
(2) 

•it. 
(11) 

$ (95) 
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Balances of related after-tax components comprising Accumulated other comprehensive loss are summarized below: 

December 31, _ . . 
Cumulative translationadjustment 
Net revaluation and clearance of cash flow hedges to earnings 
Minimum pension liability adjustment 
Net unrealized gains/(losses) on securities 
Pension benefits 

Net gainsZ(losses) 
Net prior service cost 

Other benefits 
Net gains/(iosses) 
Net prior service benefit 

200 r 
$ 25ft-

41 

8 

(1,395) 
(117) 

(307) 
726 

$ (794) 

2006 
- 156. 

17 

(2,022) 
(130) 

(720) 
829 

$ (1,867) 

.2005. 
$. 79. 

2 . 
(594) 

(5) 

$^18) 

21. EMPLOYEE BENEFITS 
The company offers various long-term benefits to its employees. Where permitted by applicable law, the company reserves the 
right to change, modify or discontinue the plans. 

Defined Benefit Pensions 
The company has both funded and unfunded noncontributory defined benefit pension plans covering substantially all 
U.S. employees. The benefits under these plans are based primarily on years of service and employees' pay near retirement. 
The company's funding policy is consistent with the funding requirements of federal laws and regulations. 

Pension coverage for employees of the company's non-U.S. consolidated subsidiaries is provided, to the extent deemed 
appropriate, through separate plans. Obligations under such plans are funded by depositing funds with trustees, under insurance 
policies, or remain unfunded. 

Other Long-term Employee Benefits 
The parent company and certain subsidiaries provide medical, dental and life insurance benefits to pensioners and survivors, 
and disability and life insurance protection to employees. The associated plans for retiree benefits are unfunded and the cost of 
the approved claims is paid from company funds. Essentially all of the cost and liabilities for these retiree benefit plans are 
attributable to the U.S. parent company plans. The retiree medical plan is contributory with pensioners and survivors' 
contributions adjusted annually to achieve a 50/50 target sharing of cost increases between the company and pensioners and 
survivors. In addition, limits are applied to the company's portion of the retiree medical cost coverage. 

Employee life insurance and disability benefit plans are insured in many countries. However, primarily in the U.S., such plans are 
generally self-insured or are fully experience-rated. Obligations and expenses for self-insured and fully experience-rated plans 
are reflected in the figures below. 
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Summarized information on the company's pension and other long-term employee benefit plans is as follows: 

Obligations and Funded Status at December 31. 
Change in benefit obligation 
Benefit obligation at begin ning of year 
Service cost 
Interest cost 
Plan parBcipants! contributions J V 
Actuarial loss (gain) 

Benefit obligation at end of year 

Change In plan assets 
Fair value of plan assets at beginning of year 
Actual gain on plan assets 
Employer contributions 
Plan participants' contributions 
Benefits paid 
Net effects of acquisitions/divestitures 

Fair value of plan assets at end of year 

Funded status 
U.S. plans with plan assets 
Non-U .S. plans with plan assets 
All other plans 

Total 

Amounts recognized in the Consolidated Balance Sheet consist 
of: 

Other assets (Note 13) 
Other accrued liabilities (Note 16) 
Other liabilities (Note18) 

Net amount recognized 

$ 

$ 

Pension Benefits 
2007 

$ 22,849 
£83 

1,228 
13 

cS3 
5 

$ 22,206 

$ 21,909 
1,963 

277 
13 

(1.544) 

$ 22,618 

2,061 

(1,559} 1 

412 

2,187 
(112) 

(1,663) 

412 

2006 

$ 22,935 
388 

1,192_ 
.9 

(244) 
(1*506) 

(1) 
76 

$ 22,849 

$ 19,792 
3,306 

280 
$ 

(1.506) 
28 

$ 21,909 

$ 892 
(317) 

(1,515)1 

$ (940) 

Other Benefits 
2007 2006 

1,040 
(136) 

(1,844) 

(940) 

1 Includes pension plans maintained around the world where funding is not permissible or customary. 

The pretax amounts recognized in Accumulated other comprehensive loss are summarized below: 

4,396 
34 

242 
149 

S3 
2 
2 

$ 4,224 
33 

222 
146 
252 

(481) 

$ 3,796 $ 4,396 

315 
149 
(464) 

335 
146 

(481) 

(3,796) (4,396) 

$ (3,796) $ (4,396) 

<33 
$ 

4,045) 

$ (3,796) $ (4,396) 

December 31, 
Net loss 
Prior service cost / (benefit) 

Pension Benefits 
2007 2006 

$ 2,060 $ 3,070 
162 181 

Other Benefits 
„ 2007 2006 
$ 475 $ 1411 

(1,118) (1,276) 

$ 2,222 $ 3,251 $ (643) $ (165) 

re^)lcfivSlated benef,t obligation for aN pension plans was $20,404 and $20,880 at December 31, 2007, and 2006, 
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K5S°bn«5;S,Ma"S * P"",Cle<l b®nefit obligation to .XC»„ rfjlan aa,.t. 

Accumulated benefit obligation 
Pair value of plan assets 

2007 
$ 3,183 

2,829 
1,408 

2006 
$ 4,630 

4,140 
2,650 

SSSSSSSg^ W'"th accumulated beneflt oWiflations in excess of plan assets 
Accumulated benefit obligation 
Fair value of plan assets 

2007 ... 2006 
$ 2,463 $.4,018 

2,256 3,691 
737 2,113 

Components of net periodic benefit cost (credit) and 
amounts recognized In other comprehensive income 
Net periodic benefit cost 
Service cost 
Interest cost ...... 
Expected return on plan assets 
Amortization of loss 
Amortization of prior service cost 
Curtailment/settlement (gain) loss 

Net periodic benefit cost 

Changes in plan assets and benefit obligations recognized in other 
comprehensive income 

Net gain 
Amortization of loss 
Amortization of prior service cost 

Total recognized in other comprehensive income 

Total recognized in net periodic benefit cost and other comprehensive income 

Pension Benefits 

2007 2006 2005 

$ 383 $ 388 ' $ 349 
1,228 1,192 

' $ 

1,160 
(1,800) (1,416) 

117 22/ 303 
18 29 ... 37 

3 (1) 

$ (54) $ 191 $ 432 

(893) 
(117) 

(18) 

$ (1,028) 

$ (1,082) 191 432 
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Components of net periodic benefit cost (credit) and 
amounts recognized in other comprehensive income 
Net periodic benefit cost 
Service cost 
interest cost 
Amortization of loss 
Amortization of prior.. service.benefit 

Nei periodic benefit cost 

Changes in plan assets and benefit obligations recognized In other 
comprehensive Income 

Net gain 
Amortization of loss 
Prior service cost 
Amortization of prior service benefit 

Total recognized in other comprehensive income 

Total recognized in net periodic benefit cost and other comprehensive Income 

^S^K,retaX "et '°uSS a"d firior 8ervice 0081 for the defined benefit pension plans that will be amortized from 
Accumulated other comprehensive loss into net penodic benefit cost during 2008 are $57 and $18. respectively. The estimated 
pretax net loss and prior service credit for the other long-term employee benefit plans that will be amortized from Accumulated 
other comprehensive loss into net periodic benefit cost during 2008 are $32 and $(106), respectively. 

Other Benefits 

2007 2006 2005 

$ 34 
242 
72 

(156) 

$ 33 
222 
56 

(156) 

$ 33 
269 
90 

(155) 

$ 192 $ 155 $ 237 

$ (564) 
(72) 

2 
156 

$ $ -

$ (478) $ - $ -

$ (286) $ 155 $ 237 

Weighted-average assumptions used to 
determine benefit obligations at December 31, 
Discount rate 
Rate of compensation increase 

Pension Benefits Other Benefits 

2007 
6.01% 
4.28% 

2006 
5.56% 
4.32% 

2007 
6.25% 
4.50% 

2006 
5.75% 
4.50% 

Weighted-average assumptions used to determine net periodic benefit 
cost for the years ended December 31, 

Pension Benefits 

Expected return on plan assets 

2007 
5.56% 
8.74% 
4J2% 

2006 
5.43% 
8.74% 
4.31% 

Other Benefits 

2007 
5.75% 

4.50% 

2006 
5.50% 

5 ale °J condensation increase used to determine the benefit obligation in the U.S. were 6.25 percent 
BSP®ct|y®'y> ,for 2007, and 5.75 percent and 4.50 percent, respectively, for 2006. For determining U S plans' 

D^P®^ochc benefit costs, the discount rate, expected return on plan assets and the rate of compensation increase were' 
rt^mi'nino ?h Ian 1"n cpercent } ' and 5-50 Percent. 9 00 percent and 4.50 percent for 2006. The discount 

2006 due to remea^uremenpe"810" Plan s Net periodic benefit cost was increased to 6.00 percent as of August 31, 

In August 2006, the company announced major changes to its principal U.S. pension plan. Effective Januarv 1 2008 covered 
f°n^e/°,ls al°l 31 2006 Win continue to aPccrue benifiis 

but at a reduced rate of about one-third of its previous level. In addition, company-paid ' 
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postretkement suivivor benefits for these employees will not continue to grow after December 31,2007. Covered employees 
hired after December 31,2006 will not participate in the principal U.S. pension plan. As a result of this plan amendment the 
SUFiiy was ret'u,red ^measure its pension expense for the remainder of 2006, reflecting plan assets and benefit obligations 
f!L?!« ,fJ^easuremen«i^An?l ff^a'I-ex5t?-? ,retorn on Plan assets and a higher discount rate of 6.00 percent decreased 
about $^)1S,0n e5toense y Tor 2007, the plan amendment resulted in a reduction in pretax pension expense of 

P1® comply utilizes published long-term high quality corporate bond indices to determine the discount rate at measurement 
payments1-6 COmm y avai,able- toe company considers indices of various durations to reflect the timing of future benefit 

The longrterm rate of return on assets in the U.S. was selected from within the reasonable range of rates determined by 
la/„,lP0rJca re.al r®torns (net pf inflation) for the asset classes covered by the investment policy and (b) projections of inflation 
over the long-term penod dunng which benefits are payable to plan participants. For non-U.S. plans, assumptions reflect 
economic assumptions applicable to each country. 

Assumed health care cost trend rates at December 31, ... 2007 2006 
Health care cost trend rate assumed for next year jms. 
Rate to which the cost trend rate is assumed to decline (the ultimate trend rate) 5% 50/ 
Year that the rate,reaches the ultimate trend rate 2012 2012 

Assumed health care cost trend rates have a modest effect on the amount reported for the health care plan. A one-percentaae 
point change in assumed health care cost trend rates would have the following effects: 

1-Percentage 1-Percentage 
Effect on total of service and interest cost P°'n| ln|rease Poln| D^ease 

Effect on postretirement benefit obligation 83 ,g7< 

Plan Assets 
The strategic asset allocation targets of the company's pension plans as of December 31,2007, and the weighted average asset 
allocation of these plans at December 31,2007, and 2006, by asset category were as follows: 

Plan Assets at 
December 31, 

A 1 Strategic 
Asset Category Target 2007 2006 
Equity secunties 570/ ceo/ few 
Debt securities io% 30% 29% 
Heal estate 5% 5% . 5% 
0ther 8% 10% 9% 

Total 100% 100% 100% 

* Mainly private equity arid private debt. 

Essentially all pension plan assets in the U.S. are invested through a single master trust fund. The strategic asset allocation for 
this trust fund is selected by management, reflecting the results of comprehensive asset liability modeling. The general principles 
FCDIO§ 'nX®stmen! of U.S. pension assets are those embodied in the Employee Retirement Income Security Act of 1974 
(ERISA). These pnnciples include discharging the company's investment responsibilities for the exclusive benefit of plan 
participants and in accordance with the "prudent expert" standard and other ERISA rules and regulations The company 
establishes strategic asset allocation percentage targets and appropriate benchmarks for significant asset classes with the aim of 
achieving a prudent balance between return 
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and risk. Strategic asset aljocations in other countries are selected in accordance with the laws and oractices of those nonntriec 
Where appropnate, asset liability studies are utilized in this process. U.Splan asse s and a^nl^rt Sn of ' 
frn^^TOnttons^^t^^She mmn^w'Th3'8 Bm|:>loy^d by th.® company. The remaining^^^re^Siag^ ^professional r̂ ete V̂ thin ^taWkheH y" company s pension investment professionals have discretion to manage the 

» within established asset allocation ranges approved by senior management of the company. Plans invest in securities 
J:. ai7.ê .?rC<î  ASI î : antage °*the investment opportunities that a global portfolio presents and to increase 

werS7e?!b°.n- Additionally, pension trust funds are permitted to enter into certain contractual arranqements aenerallv 

KSSfSB iS^£o?2S3S(!" assMs»a"d»4S6<2^"t«'w«|p|»'^®)°' 

Cash Row 
Contributions 
Dtantrust'fundkl120f)7^H?n !^nt$r?h^i^itS=Efr,sioi? P]fns-No contributions were required or made to the principal U.S. pension 

JKKXMFhe Acrtfntrod 6S jUrin® T,^a ^^^"''pro^erti^A^o'f^OOS^the "Ai^^vras^ign^^to^^ln't^'u S''inAugus? 

underfunded ptansandraised tax deduction limits for contributions to retirement plans The new fundina reauirements are 
generaly effective for plan years beginning after December 31,2007. The compan7does ̂  a 

contribatlons-Jhf company expects to contribute approximately $250 in 2008 to its pension plans 
em ployee benefitpla^s " an ® ° eXpeC,S t0 make cash payments of $315 in 2008 under its other long-tern 

U S^en^onTnmisHunri 10 itS Pension plana- No contributions were required or made to the principal 
the C°mpany made contributions of $1,253 to its pension plans, including a $1% 

Estimated Future Benefit Payments 
The following benefit payments, which reflect future service, as appropriate, are expected to be paid: 

Pension Other 
2008 Benefits Benefits 
2009 S 1,525 $ 315 
2010 1.507 . 311 
20 1 1.493 306 
2012 1.500 297 
Years 2013-2017 £jg> 

Defined Contribution Plan 
The company sponsors several defined contribution plans, which cover substantially all U S employees The most sionifirant is 
TheSavmgs and Investment Plan (the Plan). This Plan includes a non-leveraged Employee S ̂erehto Pten fESOP) 
t^n^ekS|.ar7.|raqU|'.n participate in the ESOP and those who do are free to diversify out of the ESOP The purpose of 
ItnrSfnwIre ^thl additional retirement savings benefits for employees and to provide employees an opportunity to become 

The Ran ,s a ,ax.Pualif|ed contributory profit sharingMplan, with ^ash or defened aSemlntTnd 
6 |»r^nt of the em^oyee^lCOmpany may Partlc'Pate-The company contributed an amount equal to 50 percent oftL first 
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j^tribution election. As part of the retirement plan changes in August 2006, the defined contribution benefits for most 
« company employees are in transition. Effective January 1,2007, for employees hired on that date or thereafter and 

am""S"ta" tos I*™ o*We« to to pwiarto 

ns !?^cU S' pare.nt p0f]QPany*s defined contribution plans were $57, $52 and $51 for the years ended 
=, P ' r??Pe9tlvely- ™e company's matching contributions vest immediately upon contribution H+2IH p [u automatic company contnbution also vests immediately for employees with at least three-years of service In 

addition, the company made contnbutions of $42, $34 and $30 for the years ended December 31,2007 2006 and 2005 
[n 2008.Ve defined contnbution plans. The company expects to contribute about $230 to its defined contribution plans 

22. COMPENSATION PLANS 

^ ianuary 1- 20°6, the company adopted SFAS 123R using the modified prospective application transition method 
onnf «? 2 Compaq adopted the fair value recognition provisions of SFAS 123, as amended, prospectively on January 1 
Prior to ad^ton°ofSF^^?9^^hd'd nof-ha.ve a material impact on the company's financial position or results of operations. 

J nominal vesting approach was followed for all awards. Upon adoption of SFAS 123R on 
company began expensing new stock-based compensation awards using a non-substantive aooroach 

w ^mpensation costs are recognized over at least six months for awards granted to employees who are retirement 
t i- *£• 9rar1t 0r.w.0ulcl become retirement eligible during the vesting period of the grant Using the 

non-substantive vesting approach in lieu of the nominal vesting approach would not have had a material imoact on the 
company's results of operations. Prior to the adoption of SFAS123R, the company reported the tax benem of stock notion 
excises as operating cash flows. Upon the adoption of SFAS 123R, tax benefits resulting from to dldtoionl in LceLs nf 
compensation cost recognized for those options or restricted stock units are reported as financing cash flows. 

200Ba^!i cost,incl"dedAn th® Consolidated Income Statements was $144, $140 and $90 for 2007 
$27fof2007?2b06 Ko05,relpStiy t0 stook"based comPensation arrangements were $48, $46 and' 

?"^Pnl ?5' 2?0.7'the shareholders approved the DuPont Equity and Incentive Plan ("EIP"). The EIP consolidated several of the 
Sa.nys exif'ng Compensation plans (the Stock Performance Plan, Variable Compensation Plan and eS awIfds of the 
f.lPiAfcurnVfo10" ar?d Deferred Compensation Plan for Directors) into one plan providing for equity-based and cash incentive 
time-^wsteffand1 rwfnrmq2S' k60^ 3 «,20!]Slil,a!?ts' Purrent|y' equity-based compensation awards consist of stock options time vested and performance-based restricted stock units, and stock appreciation rights. 1 

E.'P'916 maximum cfjrr|ber of shares reserved for the grant or settlement of awards is 60 million shares provided that 
each share in excess of 20 million that is issued with respect to any award that is not an option or stock aDDreciation riaht will he 
counted against the 60 million share limit as four shares. At December 31,2007, apprwimX 60 S 
we™°i«f,l^n^rrrfh£rantS undar the comPany> EIP. Awards or grants made in 2007, prior to shareholder approval of the EIP 
nnthiw!e company s previously existing compensation plans. Awards outstanding under each of these plans have 
1?°' ®®" Theae awards remain outstanding and are administered under the terms of the applicable existina olan No 
further awards will be made under the company's previously existing compensation plans. 

90r"mi«ee determines the long-term incentive mix, including stock options, time-vested and 
performance based restricted stock units and may authorize new grants annually. 
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Stock Options 
7nndP if'?3"'® subject to option is equal to the market price of the company's stock on the date of qrant Prior to 

Dividend yield 
Volatility 
Risk-free interest rate 
Expected life (years) 

2007 
2.9% 

21.11% 
4.7% 
4.5 

2006 
3JS% 

25.02% 
4.4% 
4.5 

2005 
2.9% 

23.35% 
3.7% 
4.5 

determines the dividend yield by dividing the current annual dividend on the company's stock bv the ootion 

Stock Option awards as of December 31. 2007, and changes during the year then ended were as follows: 

Outstanding, December 31.2006 
Granted 
Exercised 
Forfeited 
Cancelled 1 

Outstanding, December 31. 2007 2 

Exercisable, December 31,2007 

Number of 
Shares 
92,757 
6,167 

(10,452) 
(218? 

(13,717) 

74,537 

56,461 

Weighted 
Average 

Exercise Price 
(per share) 
$ 46.76 
$ 51,01 
S 42L21 
$ 47.34 
$ 52.70 

$ 46.66 

$ 45.27 

Weighted 
Average 

Remaining 
Contractual 
Term (years) 

3.25 

3.11 

Aggregate 
Intrinsic Value 
(in thousands) 

$ 104,117 

$ 84,914 

1 Includes 12.8 million options granted on January 29,1997 that expired unexercised and were cancelled on January 28,2007. 

KSKSS'pSt?ISSUES!IfSSlfSS" °™ W" Brelax '"J""* vs,"«<»» bfcence between the company, 

over a^e^hte^-ave^ge'period^M^g y'ear^'1'26^ ^P6"53"0" 0081 related t0 stot* is expected to be recognized 
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Time^ested and Performance-based Restricted Stock Units 
Ilri=ih7;, » compaHy began issuil?9 «me-vested restricted stock units in addition to stock options These restricted stock units 

368 aKrfnrS^lS0" s,tot*'<T TO from zero percent to 200>ercent of the original grin" During 2007 tolre 
i 368,300 performance based restncted stock units granted at a weighted averaoe arant date fair value nf $^1 ni TK'o 

S25KS?S.p",°,™nee-6*!,d •»«» * MSKSS.'SSS'JS: 

hSnleST^l of time-vested and performance-based restricted stock units as of December 31 2007 and 2006 are shown 

2007 2006 ̂ nd^005 vras^SI^"^^^ ̂ nrt^y ?J,time-vested and performance-based restricted stock units granted during 

of Directors'that are^ttled hi cash $47 94' respectlvely-The table als° ™es restricted stock units for the Board9 

Weighted 
Average 

Grant Date 
Number of Fair Value 

Nonvested, December 31,2006 (Per,fhare) 
o,4/e $41.94 

Granted 
Exercised J § 51 -00 
Forfeited (1,2341 $ 42.71 

(138) $ 45.40 
Nonvested, December 31,20D7 3.873 $45.67 

?1L2007, there was $43 unrecognized stock-based compensation expense related to nonvested awards That 
X*2eM °̂d °f  ̂*«• The total fair valK 5 
Other Cash-based Awards 

\!nder tbe Elf p'an Day be granted to employees who have contributed most to the company's success with 

23. DERIVATIVES AND OTHER HEDGING INSTRUMENTS 
Strategies for Holding Derivative Instruments 

The 0P"°nS'M *"*»• 
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EL I. du Pont de Nemours and Company 
Notes to the Consolidated Financial Statements (continued) 

(Dollars In minions, except par share) 
The framework sets forth senior management's financial risk management philosophy and objectives through a Corporate 
Financial Risk Management Policy. In addition, the policy establishes oversight committees and risk management guidelines that 
authorize the use of specific derivative instruments and further establishes procedures for control and valuation, counterparty 
credit approval and routine monitoring and reporting. The counterparties to these contractual arrangements are major financial 
institutions and major commodity exchanges. The company is exposed to credit loss in the event of nonperformance by these 
counterparties. The company manages this exposure to credit loss through the aforementioned credit approvals, limits and 
monitoring procedures and, to the extent possible, by restricting the period over which unpaid balances are allowed to 
accumulate. The company does not anticipate nonperformance by counterparties to these contracts and no material loss would 
be expected from such nonperformance. Market and counterparty credit risks associated with these instruments are regularly 
reported to management. 

The company hedges foreign currency denominated monetary assets and liabilities, certain business specific foreign currency 
exposures and certain energy feedstock purchases. In addition, the company enters into exchange traded agricultural commodity 
derivatives to hedge exposures relevant to agricultural feedstock purchases. 

Fair Value Hedges 
During the year ended December 31,2007, the company maintained a number of interest rate swaps that involve the exchange 
of fixed for floating rate interest payments which allows the company to maintain a target range of floating rate debt. All interest 
rate swaps qualify for the shortcut method of hedge accounting, thus there is no ineffectiveness related to these hedges. 
Changes in the fair value of derivatives that hedge interest rate risk are recorded in Interest expense each period. The offsetting 
changes in the fair values of the related debt are also recorded in Interest expense. The company maintains no other fair value 
hedges. 

Cash Flow Hedges 
The company maintains a number of cash flow hedging programs to reduce risks related to commodity price risk. Commodity 
price risk management programs serve to reduce exposure to price fluctuations on purchases of inventory such as natural gas, 
ethane, com, soybeans and soybean meal. While each risk management program has a different time maturity period, most 
programs currently do not extend beyond the next two-year period. 

Hedges of inventory purchases are reported as a component of Cost of goods sold and other operating charges. Cash flow 
hedge results are reclassified into earnings during the same period in which the related exposure impacts earnings. 
Reclassifications are made sooner if it appears that a forecasted transaction will not materialize. Cash flow hedge ineffectiveness 
reported in earnings for 2007 was a pretax gain of $6. During 2007, there were no pretax gains (losses) excluded from the 
assessment of hedge effectiveness. The following table summarizes the effect of cash flow hedges on Accumulated other 
comprehensive loss for 2007: 

Pretax Tax After-tax 
Beginning balance . $ 27 $ (10) $ 17 
Additions and revaluations of derivatives designated as cash flow hedges 69 (22) 47 
Clearance of hedge results to earnings (30) 7 (23) 

Ending balance $ 66 $ (25) $ 41 

Portion of ending balance expected to be reclassified into earnings over the next 
twelvemonths $ 44 $ (16) $ 28 

Hedges of Net Investment in a Foreign Operation 
During the year ended December 31, 2007, the company did not maintain any hedges of net investment in a foreign operation. 
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E. I. du Pont de Nemours and Company 
Notes to the Consolidated Financial Statements (continued) 

(Dollars in millions, except per share) 
Derivatives not Designated in Hedging Reiatinnshin* 
r^=f"yinsi0^,exc^n9e s?ntr!fts t°reduce its net exposure, by currency, related to foreign currency-denominated 

ji ; Tbe of sucf? exposures precludes the use of hedge accounting. However, the required 
miYifmfI oreign cu?ency-denominated monetary assets and liabilities results in a 
SmmSjffieTZ 8 feW SmaU dSk ma W"t programs for agricultural 

Currency Risk 
liahiiitieT Jorwa!jd exchar^e contracts to offset its net exposures, by currency, related to monetary assets and 
hf.cinott HhiLHP®? that are denominated in currencies other than the designated functional currency. The primary 
result^from ilr^ann^tll rhlan aPPr°xu!latf|y balanc®d Position in foreign currencies so that exchange gains and losses resulting from exchange rate changes, net of related tax effects, are minimized. 

T1 will jsnter 'Pto forward exchange contracts to establish with certainty the functional currency 
fiimcomnutments denominated in another currency. Decisions regarding whether or not to hedge a given 

?n a ca®?""by~5as®dasls. taking into consideration the amount and duration of the exposure, market 
volatility and economic trends. Forward exchange contracts are also used to manage near-term foreign currency cash 
requirements and to place foreign currency deposits and marketable securities investments. 
Interest Rate Risk 
o^bomwjng7 primarily USes interest rate swaPs to manage the interest rate mix of the total debt portfolio and related overall cost 

fivSlieHiStKSIHapS inv,olva exchange of fixed for floating rate interest payments that are fully integrated with underlying 
fixed-rate bonds or notes to effectively convert fixed rate debt into floating rate debt based on USD LIBOR. 

IKA7, 'H® c?mPfny had entered in|° interest rate swap agreements with total notional amounts of 
approximately $1,150, whereby the company, over the remaining terms of the underlying notes, will receive a fixed rate Davment 
equivalent to the fixed interest rate of the underlying note and pay a floating rate of interest that is based on USD LIBOR. 

LTerNo\fl̂  °vera" 0051 of botmA^ at December 2007 and 2006. 

Commodity Price Risk 
int.H over~t,1®~counter and exchange-traded derivative commodity instruments to hedge the commodity 

pnee risk associated with energy feedstock and agncultural commodity exposures. 
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24. GEOGRAPHIC INFORMATION 

E. I. du Pont de Nemours and Company 
Notes to the Consolidated Financial Statements (continued) 

(Dollars In millions, except per share) 

2007 
Net Net 

Sales1 Property 2 
$ 11,277 $ 7,698 

346 $ 166 $ 218 
2,045 319 1,826 

992 1,039 121 
1,826 

992 
864 27 . 832 

60 79 232 
. 832 

60 
187 275 . 213 
466 183 455 
641 142 617 

3,162 289 2 708 

United States 

Europe . _ . 
Belgium 
Germany 
France 
Italy 
Luxembourg 
The Netherlands 
Spain 
United Kingdom 
Other 

Total Europe 

Asia Pacific 
China/Hong Kong 
fnrifei 
Japan 
Taiwan 
Korea 
Singapore 
Other 

Total Asia Pacific 

Canada S Latin America 
Brazil 
Canada 
Mexico 
Argentina 
Other 

Total Canada & Latin 
America 

Total 

1 Net sales are attributed to countries based on location of customer. 

2 Includes property, plant and equipment less accumulated depreciation. 

2006 
Net Net 

Sales1 Property 2 

$ 11,123 $ 7,479 

176 
319 
120 
26 

200 
283 
161 
147 
277 

2005 
Net Net 

Sales1 Property 2 

$ 11,129 $ 7,333 

$ 8,829 $ 1,754 $ 7,921 $ 1,708 $ 

$ 1,594 $ _  270 $ 1,415 . $.. 209 $ 424 21 345 16 
1,187 105 1,103 114 

427 128 447 116 
551 80 569 78 
152 44 150 38 
842 44 730 46 

$ 5,177 $ 692 f 4 759 $ 617 $ 

$ 1,485 
963 

$ 282 . $ 1 191 $ 275 ' $ 1,485 
963 151 azr 

$ 

139 
' $ 

801 211 810 205 
325 30 271 30 
521 42 425 45 

$ 4,095 $ 716 $ 3,618 $ 694 $ 
$ 29,378 $ 10,860 $ 27,421 $ 10,498 $ 

$ 200 
2,040 

986 
799 
53 

192 
457 
657 

2,312 

7,696 

1,198 
287 

1,107 
391 
563 
147 
822 

4,515 

1,055 
897 
698 
241 
408 

3,299 

144 
359 
124 

26 
186 
287 
189 
124 
251 

1,690 

175 
18 

110 
112 
63 
46 
45 

569 

270 
171 
198 

29 
49 

717 

10,309 
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E. I. du Pont de Nemours and Company 
Notes to the Consolidated Financial Statements (continued) 

(Dollars In millions, except per share) 

25. SEGMENT INFORMATION 
The company has six reportable segments. Five of the segments constitute the company's growth platforms: Agriculture & 
Nutrition, Coatings & Color Technologies, Electronic & Communication Technologies, Performance Materials and Safety & 
Protection. The sixth segment, Pharmaceuticals, is limited to income from the company's interest in two drugs, Cozaar and 
Hyzaar®. 

Major products by segment include: Agriculture & Nutrition (hybrid seed com and soybean seed, herbicides, fungicides, 
insecticides, value enhanced grains and soy protein): Coatings & Color Technologies (automotive finishes, industrial coatings 
and white pigments); Electronic & Communication Technologies (fluorochemicals, fluoropolymers, photopolymers and electronic 
materials); Performance Materials (engineering polymers, packaging and industrial polymers, films and elastomers); Safety & 
Protection (specialty and industrial chemicals, nonwovens. aramids and solid surfaces); and Pharmaceuticals (representing the 
company's interest in the collaboration relating to Cozaar®/Hyzaar® antihypertensive drugs, which is reported as Other income). 
The company operates globally in substantially all of Its product lines. 

In general, the accounting policies of the segments are the same as those described in the Summary of Significant Accounting 
Policies. Exceptions are noted as follows and are shown in the reconciliations below. Prior years' data have been reclassified to 
reflect the 2007 organizational structure. Segment sales include transfers. Products are transferred between segments on a 
basis intended to reflect, as nearly as practicable, the market value of the products. Segment pretax operating income (PTOI) is 
defined as operating income before income taxes, minority interests, exchange gains/(losses), corporate expenses, interest and 
the cumulative effect of changes in accounting principles. Segment net assets includes net working capital, net permanent 
investment and other noncurrent operating assets and liabilities of the segment. Affiliate net assets (pro rata share) excludes 
borrowing and other long-term liabilities. Depreciation and amortization includes depreciation on research and development 
facilities and amortization of other intangible assets, excluding write-down of assets which is discussed in Note 4. Expenditures 
for long-lived assets exclude Investments in affiliates and include payments for Property, plant and equipment as part of 
business acquisitions. 

F-46 



Table of Contents 

E. I. du Pont de Nemours and Company 
Notes to the Consolidated Financial Statements (continued) 

(Dollars in millions, except per share) 

Segment sales. . 
Lesstransfers 

Net sales 
Pretaxoperating income (loss). 

Coatings & Electronic & 
Agriculture & Color Communication Performance Safety & Pharma-

.. Nutrition Technologies. Technologies Materials. Protection ceuticals.. Other 

$ 

Equity in earnings of affiliates 
Segment net assets. . . . 
Affiliatenetassets. .... 
Expenditures for long-lived assets 

6,842 $ 

6,842 
834 
416. 

5,712 
_«L. 

249 

$ 

6,556 
...846. 

265 
1 

4,045 
42 

284 

3,797 3 
(114) 

3,683 
594 
167 . 
36 

2,530 
314 
215 

6,630 9 5,641 5 
(43) (91). 

.6,587 
. 626 

214. 
(155) 

3,794. 
421 
273 

5,550 
1,199 

190 
22 

3,253 
91 

404 

.Total 

- $ 178 .$ 29,697 
- (IS) (319) 

160 
949 (224) 

.1.83. 
.32. 

4 
(14). 
1.57 _ 
52. 
14 

29,378 
4,87.8 
1,198 
(107) 

19,674 
1J79 
1,439 

liesstransfers. . .. 

Net sales . 
Pretax operaSngJncomeftQSs) 

Segment net assets . . 
Affiliatenetassets 
Expenditures for long-lived assets 

2065 

428. 
- «  
5.,81,2 

•: JET 
214 

6,290 $ ... 3,573 $ 6,179 $ 5,496 5 - .$.. 180... _1 27,726 
(49) (109) (48) (82) - . (19) (305) 

6,241 . .3,464 _ .6,133 5,414. . .1.61. 27,421. 
817: .577 ' 559 1,080 ' .819 m 4,283 

.220 .. ...159 .210 187 .' . ........5,., 1209 
.fcaLl-. 48 ID 20 . in (8>- . M 

3,959 2,476 4,112 . 3,032 200 133 . 19,724 
..ID 293 713 87 . 40 55 . 1,249 
370 212 254 320 - 8 1,378 

Sggroentsales ..$ 6,090 $ , .. 6,055 . $ 3,408 
Less transfers (48) (99) 

Net sales 
Pretax operating income (toss) 

. 6,090 
875 

6,007 
536 : « 

Depreciation and amortization 421 . 207 . .. 156 
Equity in earnings of affiliates (3) : . 1 . . ,31' 
Segment net assets 
Affiliatenetassets 

. 5,692 . 
.41 

3,567 
5 

, 2,296 

Expenditures for long-lived assets 266 287 185 

6,062 . $ 5,144 $ . t $ 1.74 $ 26,933 
(55) (73) - w (294) 

6.007 5,071 . 155 26,639 
515 994 751 (90) 4,139 
219 181 - 3 1,187 
26 18 - ' 11 92 

J,W 2,689 169 204 18,558 
754: 80 43 72 1,270 
200 266 - 4 1,208 
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Reconciliation to Consolidated Financial Statements 

PTOI to Income before Income taxes and minority Interests 
Total segmantPTOf .. 
Net exchange (losses)/gains (includes affiliates) 
Corporate expenses and interest . 

Income before income taxes and minority interests 

E. I. du Pont de Nemours and Company 
Notes to the Consolidated Financial Statements (continued) 

(Dollars in milBons, except per share) 

. .2007  
$. 4,878 

(1,050: 

$ 3,743 

2006. 
-$4,283 

(4) 
50) (950* 

$ 3,329 

2005 
$-443$ 

445 
(1.021) 

$ 3,563 

Segment net assets to total assets 
Total segment net assets 
Corporate assets 1 
uaoiiraes included in net assets 

Total assets 

2007 
$ 19,674 

6,649 
7,808 

2006 
$ 19 724 

5,874 
8479 

$ 34,131 $ 31,777 

1 Pension assets are included in corporate assets. The balance at December 31,2007 and 2006 reflected the adoption of SFAS 158. 

2005 
$ 18,558 

8,142 
6,591 

$ 33,291 

Segment Totals 

$ 1498 
(107) 

1,079 
1,439 

1,209 
67 

1,249. 
1,378 

Adjustments 

$ 173 
(23) 

(261) 
146 

$ 175 

Other items 
2007 
Depreciation and amortization 
Equity in earnings of affiliates 
Affiliate net assets 
Expenditures for long-lived assets 

2006 
Depreciation and amortization . 
Equity in earnings of affiliates 
Affiliate net assets. 
Expenditures for long-lived assets 

200S... 
Depreciation and amortization 
Equity in earnings of affiliates 
Affiliate net assets 
Expenditures for long-lived assets 

Additional Segment Details 
2007 included the following pretax benefits (charges): 

Performance Materials12 
Other3 

1 included a net $20 charge for existing litigation in connection with the elastomers antitrust matter. See Note 19 for more details. 

2 Included a $165 impairment charge to write-down the carrying value of the company's investment in a polyester films joint venture. 

3 Included a $40 charge for existing litigation relating to a former business. See Note 19 for more details. 

1,187 
92 

1,270 
1,208 

(446) 
154 

. 171 
16 

(426) 
132 

Consolidated Totals 

$ 1,371 
(130) 
818 

1,585 

1,384 
50 

803 
1,532 

1.358 
108 
844 

1 340 

$ (185) 
(40) 

$ (225) 
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E. I. du Pont de Nemours and Company 
Notes to the Consolidated Financial Statements (continued) 

(Dollars In millions, except per share) 
2006 includes the following pretax benefits (charges): 

Agriajture&Nutrffen M " " ~ «/nc\ 
Coatings & Color Technologies 13-4 in 
Electronic & Communication Technologies1 " " in 
Performance Materials 1-2 ,cn\ 
Safety & Protecfion1-3«5 

$ (169) 

2 details^ 3 restructurin9 char9® of *194 in lhe following segments: Agriculture & Nutrition - $122 and Performance Materials - $72. See Note 4 for more 

3 "^h^<^ies-n^2?^deSafetyla,protecttond-?20.e ***" ̂  HUrriC3n6 **** h 20°5-Pretox amounts by se9merrt were: Co*""* & Color 

4 Included a net restructuring charge of $132 in the Coatings & Color Technologies segment See Note 4 for more details. 

5 s^ment.3" 38361 irnpairment eharse °'M7 associated with an underperfbrming industrial chemicals asset held for sale within the Safety & Protection 

2005 included the following pretax benefits (charges): 

Coatings & Color Technologies 1 s/nfil 
Electronic & Communication Technologies 2 aq  
Performance Materials 1 

Safety & Protection 1 Ui: 
Other3 t|7) 

$ (50) 

1 Included charges of $160 for damaged facilities, inventory write-offs, clean-up costs and other costs related to the 2005 hurricanes in the fbllowino 

segments: Coatings & Color Technologies - $116; Performance Materials - $17; and Safety & Protection - $27 ' ° '0wln9 

2 Included a $48 gain from the sale of the company's equity interest in DuPont Photomasks, Inc. 

3 Separator) costs°'362 fr°m ^ disposition ,our affiliates associated with the separation of Textiles & Interiors, partly offset by other 
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E. I. du Pont de Nemours and Company 
Notes to the Consolidated Financial Statements (continued) 

(Dollars in millions, except per share) 

26. QUARTERLY FINANCIAL DATA (UNAUDITED) 

For The Quarter Ended 
March 31, . June 30, September 30, December 31, 

2007 
Net Sales . $ 7,845 , $ 7,875 $ 6,675 $ 6,983 
Cost of goods sold and. other expenses 1 .6,750 6,823 6,297 6,610 
Income before Income taxes and minority 

interests 1,3123 1,30.8 630 4 493* 
Net income -945. 972 526 . 545 ® 
Basic earnings per share of common stock2. 1.02 1.05 0.57 0.60 
Diluted, eammgs.pershare.crf common stock2 1.01 1.04 0.56 0.60 

2005...... - - . ... 
N e t  . S a l e s .  . . .  $  7 , 3 9 4  .  $  7 , 4 4 2  $  6 , 3 0 9  $  6 , 2 7 6  
Cost of goods.sold and other expenses 1 6,500 6,464 5,895 6,334 
income before income taxes and minority 

mterests 1,0507 .1,255 63610 38811 
Net income . , . . 817®.. .9759 485 871 12 

Basic earnings per share of common stock2 0.88*. . 1.05. 0.52 0.94. .. 
fluted earnings per share of common stock2 0.88 1.04 0.52 0.94 

1 Excludes interest expense and nonoperating Items. 

2 Earnings per share for the year may not equal the sum of quarterly earnings per share due to changes in average share calculations. 

3 Included a net $52 charge for existing litigation in the Performance Materials segment in connection with the elastomers antitrust matter. See Note 19 
for more details. 

4 Included a $40 charge for existing litigation in Other relating to a former business. See Note 19 under the heading Spelter, West Virginia, for more 
details. 

5 Included an impairment charge of $165 to write down the company's investment in a polyester films joint venture in the Performance Materials 
segment This charge was partially offset by a net $32 benefit resulting from the reversal of certain litigation accruals in the Performance Materials 
segment established in prior periods for the elastomers antitrust matter (see Note 19 for more details) and a $6 benefit for the reversal of accrued 
interest associated with the favorable settlement of certain prior year tax contingencies. 

6 Included a benefit of $108 for the reversal of income tax accruals associated with the favorable settlement of certain prior year tax contingencies. 

7 Included a $135 restructuring charge in the Coatings & Color Technologies segment in connection with the company's plans to close and consolidate 
certain manufacturing and laboratory sites within this segment (see Note 4 for more details). This charge was partially offset by a $7 benefit for the 
reversal of accrued interest associated with the favorable settlement of certain prior year tax contingencies. 

8 Included a benefit of $44 for the reversal of income tax accruals associated with the favorable settlement of certain prior year tax contingencies. 

9 Included a benefit of $31 associated with an increase in the deferred tax assets of a European subsidiary for a tax basis investment loss recognized 
on the local tax return. 

10 Included a $50 benefit resulting from initial insurance recoveries relating to the damage suffered from Hurricane Katrina in 2005. 

11 Included a $122 charge for a restructuring program in the Agriculture & Nutrition segment, a $72 charge for a restructuring program in the 
Performance Materials segment and a $47 asset impairment charge in the Safety & Protection segment. These charges were partially offset by a $93 
benefit resulting from insurance recoveries relating to the damage suffered from Hurricane Katrina in 2005, a benefit of $61 resulting from insurance 
recoveries, net of fees, which related to asbestos litigation expenses incurred by the company in prior periods and a $90 benefit for the reversal of 
accrued interest associated with the favorable settlement of certain prior year tax contingencies. 

12 Included a benefit of $479 for reversals of income tax accruals associated with the favorable settlement of certain prior year tax contingencies and tax 
valuation allowances, as well as the finallzation of taxes related to the company's repatriation of foreign earnings under the AJCA. 
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Information for Investors 
Corporate Headquarters 

E. I. du Pont de Nemours and Company 
1007 Market Street 
WBmington, DE 19898 
Telephone: 302 774-1000 
E-mail: findJnfo@usa.dupont.com 

2008 Annual Meeting 
The annual meeting of the shareholders will be held at 10:30 a.m., Wednesday, April 30, in The DuPont Theatre in the DuPont Building, 1007 Market 
Street, Wilmington, Delaware. 

Stock Exchange Listings 
DuPont common stock (Symbol DD) is listed on the New York Stock Exchange, Inc. (NYSE) and on certain foreign exchanges. Quarterly high and low 
market prices are shown in Item 5 of the Form 10-K. On May 25,2007, the company certified to the NYSE that it is not aware of any violations of the 
NYSE s Corporate Governance listing standards. The company filed the required certifications under Section 302 of the Sarbanes-Oxley Act with its 
annua! report for the year ended December 31,2007, on Form 10-K. 

DuPont preferred stock is listed on the New York Stock Exchange, Inc. (Symbol DDPrA for $3.50 series and Symbol DDPrB for $4.50 series). 
Dividends 
Holders of the company's common stock are entitled to receive dividends when they are declared by the Board of Directors. While it is not a guarantee of 
future conduct, the company has continuously paid a quarterly dividend since the fourth quarter 1904. Dividends on common stock and preferred stock are 
usually declared in January, April, July and October. When dividends on common stock are declared, they ate usually paid mid March, June, September 
and December. Preferred dividends are paid on or about the 25th of January, April, July and October. 

Shareholder Services 
Inquiries from shareholders about stock accounts, transfers, certificates, dividends (including direct deposit and reinvestment), name or address changes 
and electronic receipt of proxy materials may be directed to DuPont"s stock transfer agent 

Computershare Trust Company, N.A. 
P.O. Box 43078 
Providence, Rl 02940-3078 
or call: in the United States and Canada 
888 983-8766 (toll-free) 
other locations - 781 575-2724 
for the hearing impaired -
TDD: 800 952-9245 (toll-free) 
or visit Computershare's home page at 
http:ffwwwxomputershare.com 

Independent Registered Public Accounting Firm 
PricewaterhouseCoopers LLP 
Two Commerce Square, Suite 1700 
2001 Market Street 
Philadelphia. PA 19103 

Investor Relations 
Institutional investors and other representatives of financial institutions should contact: 

E. I. du Pont de Nemours and Company 
DuPortt Investor Relations 
1007 Market Street-D-11018 
Wilmington, DE 19898 
or call 302 774-4994 

Bondholder Relations 
E. I. du Pont de Nemours and Company 
DuPont Finance 
1007 Market Street-D-8028 
Wilmington, DE 19898 
or call 302 774-8802 

DuPont on the Internet 
Financial results, news and other information about DuPont can be accessed from the company's website at httpJfwww.dupont.com. This site includes 
important information on products and services, financial reports, news releases, environmental information and career opportunities. The company's 
periodic and current reports filed with the SEC are available on its website, free of charge, as soon as reasonably practicable after being filed. 

Product Information f Referral 
From the United States and Canada: 
800 441-7515 (toll-free) 

From other locations: 302 774-1000 
E-mail: findJnfo@usa.dupont.com 
On the Internet: httpJfwww.dupont.com 

Printed Reports Available to Shareholders 
The following company reports may be obtained, without charge: 

1.2007 Annual Report to the Securities and Exchange Commission, filed on Form 10-K; 
2. Proxy Statement for 2008 Annual Meeting of Stockholders; and 
3. Quarterly reports to the Securities and Exchange Commission, filed on Form 10-Q 

Requests should be addressed to: 
DuPont Corporate Information Center 
CRP705-GS38 
P.O. Box 80705 
Wilmington, DE 19880-0705 
or call 302 774-5991 
E-mail: find.info@usa.dupont.com 

Services for Shareholders 

Online Account Access 
Registered shareholders may access their accounts and obtain online answers to stock transfer questions by signing up for Internet account access. Call 
toll-free 888 983-8766 (outside the United States and Canada, call 781 575-2724) to obtain by mail a temporary personal identification number and 
information on viewing your account over the Internet. 

Dividend Reinvestment Plan 
An automatic dividend reinvestment plan is available to all registered shareholders. Common or preferred dividends can be automatically reinvested in 
DuPont common stock. Participants also may add cash for the purchase of additional shares. A detailed account statement is mailed after each 
investment. Your account can also be viewed over the Internet if you have Online Account Access (see above). To enroll in the plan, please contact 
Computershare (listed above). 

Online Delivery of Proxy Materials 

http://www.dupont.com


Registered stockholders may request their proxy materials electronically in 2008 by visiting www.computershare.com/us/ecomms and holders of shares in 
the U.S. employee benefit plans may request their proxy materials electronically by visiting www.econsent.com/dd. Stockholders with brokerage accounts 
can determine if their brokers offer electronic delivery by visiting www.icsdelivery.com. 

Direct Deposit of Dividends 
Registered shareholders who would like their dividends directly deposited in a U.S. bank account should contact Computershare (listed above). 

http://www.econsent.com/dd
http://www.icsdelivery.com


GENERAL ELECTRIC CO (GE) 

3135 EASTON TURNPIKE 
W3M 
FAIRFIELD, CT 06828 
203-373-2211 
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Parti 

Item 1. Business 

General 

Unless otherwise indicated by the context, we use the terms "GE," "GECS" and "GE Capital" on the basis of consolidation described in note 1 to the 

consolidated financial statements on page 70 of the 2007 Annual Report to Shareowners of General Electric Company (the Company). The financial section 

of such Annual Report to Shareowners (pages 39 through 113 of that document) is described in Part IV Item 15(aXl) and set forth in Exhibit 13 of this 

10-K Report and is an integral part hereof References in Parts I and II of this 10-K Report are to the page numbers of the 2007 Annual Report to 

Shareowners. Also, unless otherwise indicated by the context, "General Electric" means the parent company, General Electric Company. 

General Electric's address is 1 River Road, Schenectady, NY 12345-6999; we also maintain executive offices at 3135 Easton Turnpike, 
Fairfield, CT 06828-0001. 

We are one of the largest and most diversified technology, media, and financial services corporations in the world. With products and services 

ranging from aircraft engines, power generation, water processing, and security technology to medical imaging, business and consumer financing, media 

content and industrial products, we serve customers in more than 100 countries and employ more than 300,000 people worldwide. Since our incorporation 

m 1892, we have developed or acquired new technologies and services that have broadened considerably the scope of our activities. 

In virtually all of our global business activities, we encounter aggressive and able competition. In many instances, the competitive climate is 

characterized by changing technology that requires continuing research and development, as well as customer commitments. With respect to manufacturing 

operations, we believe that, in general, we are one of the leading firms in most of the major industries in which we participate. The NBC Television 

Network is one of four major U.S. commercial broadcast television networks. We also compete in syndicated broadcast television programming, 

cable/satellite television programming activities and in the motion picture industry. The businesses in which GECS engages are subject to competition from 

various types of financial institutions, including commercial banks, thrifts, investment banks, broker-dealers, credit unions, leasing companies, consumer 

loan companies, independent finance companies and finance companies associated with manufacturers. 
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This document contains "forward-looking statements"- that is, statements related to future, not past, events. In this context, forward-looking 

stents often address our expected future business and financial performance, and often contain words such as "expec^" "anticipate," "intend,"'-plan » 

beheve, "seek," or "will." Forward-looking statements by their nature address matters that are, to different degrees, uncertain. For us, particular 

Un'*rtamtleS ^at c°uk® adversely or positively affect our future results include: the behavior of financial markets, including fluctuations in interest and 

exchange rates and commodity and equity prices; the commercial and consumer credit environment; the impact of regulation and regulatory, investigative 

and legal actions; strategic actions, including acquisitions and dispositions; future integration of acquired businesses; future financial performance of major 

industries which we save, including, without limitation, the air and rail transportation, eneigy generation, media, real estate and healthcare industries- and 

numerous other matters of national, regional and global scale, including those of a political, economic, business and competitive nature. These uncertainties 

may cause our actual future results to be materially different than those expressed in our forward-looking statements. We do not undertake to update our 
forward-looking statements. 

Our consolidated global revenues increased to $86.5 billion in 2007, compared with $70.8 billion in 2006 and $60.9 billion in 2005. For 
additional information about our geographic operations, see pages 51 and 52 of the 2007 Annual Report to Shareowners. 

Operating Segments 

Segment revenue and profit information is presented on page 47 of the 2007 Annual Report to Shareowners. Additional financial data and commentary on 

recent fmanoal results for operating segments are provided on pages 46-51 of that report and in note 25 (pages 98 and 99) to the consolidated financial 
statements. 

Operating businesses that are reported as segments include Infrastructure, Commereial Finance, GE Money, Healthcare, NBC Universal and 

Industrial. There is appropriate elimination of the net earnings of GECS and the effect of transactions between segments to arrive at total consolidated data. 
A summary description of each of our operating segments follows. 

During the fourth quarter of 2007, we transferred the Equipment Services business from the Industrial segment to the Commercial Fin,... 

segment, where a portion of the business is reported in Capital Solutions. Prior period information has been reclassified to be consistent with the current 
organization. 

We also continue our longstanding practice of providing supplemental information for certain businesses within the segments. 

Infrastructure 

Infrastructure (33.5%, 30.9% and 30.5% of consolidated revenues in 2007,2006 and 2005, respectively) is one of the world's leading providers of essential 

technologies to developed, developing and emerging countries. Through products and services in aviation, energy, oil and gas, transportation, and water 

and process technologies, GE ,s helping to develop the infrastructure of countries all over the world. Infrastructure also provides aviation financing as well 
as energy and water investing, lending and leasing. 

Our operations are located in North America, Europe, Asia and South America. 



Aviation and Aviation Financial Services 

Aviation produces, sells and services jet engines, turboprop and turbo shaft engines, and related replacement parts for use in military and commercial 

aircraft. Our military engines are used in a wide variety of aircraft including fighters, bombers, tankers, helicopters and surveillance aircraft, as well as 

marine applications, and our commercial engines power aircraft in all categories of range: short/medium, intermediate and long-range, as well as executive 

and regional aircraft. We also produce and market engines through CFM International, a company jointly owned by GE and Snecma, a subsidiary of 

SAFRAN of Fiance, and fee Engine Alliance, LLC, a company jointly owned by GE and the Pratt & Whitney division of United Technologies Corporation. 

New engines are also being designed and marketed in joint ventures with Rolls-Royce Group pic and Honda Aero, Inc., a division of Honda Motor Co., 
Ltd. 

Infrastructure is party to collaboration agreements that share the financial results of certain aircraft and marine engine lines and their related 

aero-derivatives. Infrastructure collaboration agreements take the form of both joint ventures and revenue sharing programs. 

On May 4,2007, Aviation acquired Smiths Aerospace from Smiths Group pic for approximately $5.2 billion in cash. Smiths Aerospace is a $2.4 billion 

(sales) global aerospace systems and equipment company that provides airborne platform computing systems, power generation and distribution products, 

mechanical actuation products and landing gear, plus various engine components and a global customer services organization. 

We provide maintenance, component repair and overhaul services (MRO), including sales of replacement parts, for many models of engines, 

including repair and overhaul of engines manufactured by competitors. These MRO services are often provided under long-term maintenance contracts. 

The worldwide competition in aircraft jet engines and MRO (including parts sales) is intense. Both U.S. and export markets are important. 

Product development cycles are long and product quality and efficiency are critical to success. Research and development expenditures are important in this 

business, as are focused intellectual property strategies and protection of key aircraft engine design, manufacture, repair and product upgrade 

technologies. Our products and services are subject to a number of regulatory standards. 

'ft require negligible direct investment because the venture parties conduct 
es .rmarket support activities. Under these agreements. Aviation supplies certain 

• The CFM56 engine line is the product of CFM International and the GP7000 
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Potential sales for any engine are limited by, among other things, its technological lifetime, which may vary considerablv .k 

1116 5111311 nUmb6r °f POt6ntial CUS,°mere 8nd 1116 ,imited "Umber °f re'eVant airframC aPP'ica,i0^ A-raft engine ordelLdT 

follow military and airlme procurement cycles, although these cycles differ fiom each other. roerstenato 

aircraft ODeratore°n ^'>^C'a'^'erV'CeS ̂  a S^al commercial aviation financial services business that offers a broad range of financial products to airlines 

craft operators, owners, lenders, investors and airport developers. Financial products include leases, aircraft purchasina and trarfino in • / ' 

parts fle« P^iiig and financial advisory services. We operate in a highly competitive environment. Our competitors inchide^ft'" ^ 
manufacturers, banks, financial institutions, and other finance and leasing companies. Competition is based on lease rates and terms as well as aircraft 

delivery dates, condition and availability. rcraft 

Energy and Energy Financial Services 

district IT* 8eneratl<>n'm1' 8°Venm,ent 3nd ^ CUSt°meni W°rldWide With »d services re.a.ed to energy production 

distribution and management. We offer wind turbines as part of our renewable energy portfolio, which also includes solar technology We also sell aircraft 

engine derivatives for use as industrial power sources. Gas turbines and generators are used principally in power plants for generation of electricity and for 

dT" I C°generatlon and mechanical drive applications. We are a leading provider of Integrated Gasification Combined Cycle (IGCC) te^^logy derfgn 

combined-cycle systems. IGCC systems produce fewer air pollutants compared with traditional pulverized coal power plants. We sell steam turbines and 

both new and urn,led boiling water reactors are offered through a joint ventures with Hitachi and Toshiba. We provide our customers with total solut.ons 

o.*eet their needs through a complete portfolio of aftermarket services, including equipment upgrades, long-term maintenance service agreements repairs 

i^N^tim mS^va,M>„' m0nit0riI,g and dia8n°stics, asset management and performance optimization tools, remote performance testing and Dry Low NTCJx 

12r.IhtIe-COnt,nUe K> mVeSt" ̂  teChn0'08y deVel°Pment 1,131 Wil1 Provide vaI- 'o - customers and more efficient soiu.ions that 
comply with today s strict environmental regulations. 

important factors to evaluate as we plan for future development. 

™d™itS ^ ^"•""As 2007.« M „ p, 
U> . ^ ^ p, p^p, rf ^ ^ *» 

operate IP a bighly competitive environment. Our competitor include banks, financial institutions, energy and water companies, and other finance and 

success is sensitive lo Die economic end political environment „f rack countty in which we dp business. 



Oil & Gas 

Oil & Gas supplies technology-based equipment and services for the entire oil and gas industry — from drilling and completion to production, 

transportation, refining, processing, petrochemicals and plastics. We offer a wide range of surface and subsea drilling and production systems, equipment 

for floating production platforms, compressors, turbines, turboexpanders and industrial power generation equipment. As a global business, Oil & Gas 

supports the world's leading national and international oil companies with latest technology products and services that drive improvements in productivity, 

efficiency and environmental performance. 

On February 23,2007, Oil & Gas acquired Vetco Gray, one of the world's leading suppliers of drilling, completion and production equipment for 

onshore and subsea applications in oil and gas fields. The business supplies flow control valves (known as "Christmas trees"), control systems, wellheads, 

manifolds, risers and associated after—market services. 

The global demand for oil and gas, coupled with a geographic imbalance between supply and demand, is promoting investment in the 

exploration, production, transportation and processing segments of the industry. 

Transportation 

Transportation provides technology solutions for customers in a variety of industries including railroad, transit, mining, oil and gas, power generation and 

marine. We serve customers in more than 100 countries. 

Transportation manufactures high-horsepower diesel-electric locomotives, including the Evolution Series", the most technologically advanced 

and most fuel efficient locomotive, which meets or exceeds the U.S. Environmental Protection Agency's Tier II requirements. We also offer leading drive 

technology solutions to the mining, transit, marine and stationary, and drilling industries. Our motors operate in thousands of applications, from electrical 

drives systems for large haulage trucks used in the mining industry to transit cars and drilling rigs, and our engines are used for marine power as well as 

stationary power generation applications. We also provide gearing technology for critical applications such as wind turbines. 

Transportation also provides a portfolio of services offerings, designed to improve fleet efficiency and reduce operating expenses, including 

repair services, locomotive enhancements, modernizations, and information-based services like remote monitoring and diagnostics. We provide train 

control products, railway management services, and signaling systems to increase service levels, optimize asset utilization, and streamline operations for 

railroad owners and operators. We deliver leading edge tools that improve asset availability and reliability, optimize network planning, and control network 

execution to plan. 

Water 

Water offers water treatment solutions for industrial and municipal water systems including the supply and related services of specialty chemicals, water 

purification systems, pumps, valves, filters and fluid handling equipment for improving the performance of water, wastewater and process systems, 

including mobile treatment systems and desalination processes. During 2006, we acquired ZENON Environmental Inc., a global leader in advanced 

membranes for water purification and wastewater treatment 

For information about orders and backlog, see page 48 of the 2007 Annual Report to Shareowners. 
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Commercial Finance 

Commercial Finance (19.8%, 20.3% and 20.0% of consolidated revenues in 2007,2006 and 2005, respectively) offers a broad range of financial services 

worldwide. We have particular mid-market expertise and offer loans, leases and other financial services to customers, including manufacturers, distributors 

and end-users for a variety of equipment and major capital assets. These assets include industrial-related facilities and equipment; commercial and 

residential real estate; vehicles; coiporate aircraft; and equipment used in many industries, including the construction, manufacturing, transportation, 

telecommunications and healthcare industries. 

During 2007, we made a number of acquisitions, the most significant of which were Trustreet Properties, Inc.; Diskont und Kredit AG and Disko 

Leasing GmbH (DISKO) and ASL Auto Service-Leasing GmbH (ASL), the leasing businesses of KG Allgemeine Leasing GmbH & Co.; and Sanyo 
Electric Credit Co., Ltd. 

We operate in a highly competitive environment. Our competitors include commercial banks, investment banks, leasing companies, financing 

companies associated with manufacturers, and independent finance companies. Competition related to our lending and leasing operations is based on price, 

that is interest rates and fees, as well as deal structure and terms. Profitability is affected not only by broad economic conditions that affect customer credit 

quality and the availability and cost of capital, but also by successful management of credit risk, operating risk and market risks such as interest rate and 

currency exchange risks. Success requires high quality risk management systems, customer and industry specific knowledge, diversification, service and 

distribution channels, strong collateral and asset management knowledge, deal structuring expertise and the ability to reduce costs through technology and 

productivity. 

Our headquarters are in Norwalk, Connecticut with offices throughout North America, South America, Europe, Australia and Asia. 

Capital Solutions 

Capital Solutions offers a broad range of financial services worldwide, and has particular mid-market expertise, offering loans, leases, inventory finance, 

transport solutions and other financial services to customers, including manufacturers, dealers and end-users for a variety of equipment and major capital 

assets. These assets include retail facilities; vehicles; coiporate aircraft; and equipment used in many industries, including the construction, transportation, 

technology, and manufacturing industries. 

Real Estate 

Real Estate offers a comprehensive range of capital and investment solutions, including equity capital for acquisition or development, as well as fixed and 

floating rate mortgages for new acquisitions or re-capitalizations of commercial real estate worldwide. Our business finances, with both equity and loan 

structures, the acquisition, refinancing and renovation of office buildings, apartment buildings, retail facilities, parking facilities and industrial properties. 

Our typical real estate loans are intermediate term, may be either senior or subordinated, fixed or floating-rate, and are secured by existing 

income-producing commercial properties. Certain of our originations of low loan-to-value loans are conducted for term securitization within one year; 

certain of our equity investments, including properties we acquire for investment, are sold under favorable market conditions. We invest in, and provide 

restructuring financing for, portfolios of mortgage loans, limited partnerships and tax-exempt bonds. 
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GE Money 

con ' /08nd 12"5% of consolidated revenues in 2OO7,2006 and 2005, respectively) is a leading provider of financial services to 

rod^eiS m 0ver countries around the world. We offer a full range of innovative financial products ,0 suit customers' needs These 

rverl hir̂r'Credit  ̂PerSOnal 10anS: bank aU,°l0anS and ,eases: m°rt̂ ** consolidation; h0me equity loans- corporate 
e and purchasing cards; depos.t and other savings products; small and medium enterprise lending; and credit insurance on a global has* In September 

2007, we committed to a plan to sell our Japanese personal loan business (Lake) and in December 2007, we sold our U.S. mortgage business (WMC). 

A  rfh V007' 0f0UrC0n,inUed gl0bal expansi0n- w e  m a d e  a  number of acquisitions, the most significant of which was a 33* stake in Bank of 
Ayudhya and pnvate label credit caid portfolios of Chevron and Lowe's. 

M - «-»l «rn» w. «. »1J.« » lh», ^ , 

w.HT""'"5 7"" " """ ™l ""S""™-«" «H»8. The u, which 

Asia. In February 2008, we announced that we will move our headquarters to London, England. 



Healthcare 

Healthcare (9.8%, 10.9% and 11.0% of consolidated revenues in 2007,2006 and 2005, respectively) has expertise in medical imaging and information 

technologies, medical diagnostics, patient monitoring systems, disease research, drug discovery and biopharmaceutical manufacturing technologies. We are 

dedicated to predicting and detecting disease earlier, monitoring its progress and informing physicians, helping them to tailor individual treatment for 

individual patients. Healthcare manufactures, sells and services a wide range of medical equipment: diagnostic imaging systems including equipment for 

magnetic resonance (MR), computed tomography (CT), positron emission tomography (PET), nuclear and X-ray imaging. Clinical systems including 

patient monitoring, diagnostic cardiology, ultrasound, bone densitometry, anesthesiology and oxygen therapy, neonatal and critical care devices. Medical 

diagnostics and life sciences products include diagnostic imaging agents used in medical scanning procedures, protein separation products including 

chromatography purification systems used in the manufacturing of bio-pharmaceuticals, and high-throughput systems for applications in genomics, 

proteomics and bioassays. During 2006, we acquired IDX Systems Corporation, a leading healthcare information technology provider and Biacore 

International AB, a leading provider of systems for protein interaction analysis. We sell products and product services to hospitals, medical facilities, 

pharmaceutical and biotechnology companies and to the life science research market worldwide. Our product services include remote diagnostic and repair 

services for medical equipment manufactured by GE and by others, as well as computerized data management and customer productivity services. 

We compete with a variety of U.S. and non-U.S. manufacturers and services operations. Technological competence and innovation, excellence in 

design, high product performance, quality of services and competitive pricing are among the key factors affecting competition for these products and 

services. Throughout the world, we play a critical role in delivering new technology to improve patient outcomes and productivity tools to help control 

healthcare costs. 

Our products are subject to regulation by numerous government agencies, including the FDA, and various laws apply to claims submitted under 

Medicare, Medicaid or other federally-funded healthcare programs. 

For information about orders and backlog, see page 50 of the 2007 Annual Report to Shareowners. 

Our headquarters are in Chalfonl St. Giles, United Kingdom and our operations are located in North America, Europe, Asia, Australia and South 

America. 
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NBC Universal 

NBC Universal (8.9%, 10.7% and 10.8% of consolidated revenues in 2007,2006 and 2005, respectively) is one of the world's leading media and 

entertainment companies in the development, production and marketing of entertainment, news and information to a global audience. Formed in 2004 

through the combining of NBC and Vivendi Universal Entertainment, NBC Universal owns and operates a valuable portfolio of news and entertainment 

^em'er ln°t,0n picture company, significant television production operations, a leading television stations group and world-renowned theme 

parks. NBC Universal is 80-percent owned by General Electric and 20-percent owned by Vivendi S.A. NBC Universal is principally engaged in the 

roadcast of network television services to affiliated television stations within the United States; the production and distribution of television programs and 

motion pictures; die operation, under licenses from die U.S. Federal Communications Commission (FCC), of television stations; the operation of several 

cable/satellite television networks around the world; the operation of theme paries; and investment and programming activities in digital media and the 

nternet. The NBC television network is one of four major U.S. commercial broadcast television networks and serves 230 affiliated stations within the 

United States. Telemundo is ourU.S. Spanish-language broadcast television network. At December31,2007, we owned and operated 26 television 

stations. Broadcasting operations of the NBC television network, the Telemundo networic and the company's owned stations arc subject to FCC regulation 

Our cable/satellite television network operations principally include USA Network, Bravo, CNBC, the SciFi Channel, MSNBC, Oxygen, the Sundance 

Channel, UmHD, Chiller, Sleuth, mun2 and news, information and entertainment channels across Europe, Asia and Latin America. We have exclusive U S 

television rights to the 2008,2010 and 2012 Olympic Games, National Football League Sunday Night Football and the Super Bowl in 2009 and 2012. 

NBC Universal is subject to a wide range of factors, which could adversely affect our operations. Our broadcast networks, cable television 

networks and television stations are subject to advertising patterns and changes in viewer taste and preference that can be unpredictable or unforeseen. In 

addition, future revenues m these properties are dependent upon our ability to obtain, renew or renegotiate long-term programming contracts, including 

event-based sports programming and contracts for the distribution of our programming to cable/satellite operators. Our television and motion pictures 

productionand distribution businesses are affected by the timing and performance of releases in the theatrical, home entertainment and television markets 

Technological advances Idee digital video recorders, Internet streaming and electronic sell-through offer entertainment options through new media, 

introducing uncertainty to our operations. Other technologies enable the unauthorized copying and distribution of our motion pictures and television 

programming, increasing the risk of piracy. We continue to devote substantial resources to protect our intellectual property against unauthorized use 

NBC Universal headquarters are in New York, New York, with operations throughout North America, Europe, South America and Asia. 



Industrial 

Industrial (10.3%, 11.7% and 12.5% of consolidated revenues in 2007,2006 and 2005, respectively) produces and sells products including consumer 

apphances, industrial equipment and related services. GE Supply, a network of electrical supply houses, was also in the Industrial segment until its sale in 

the third quarto- of2006. Advanced Materials, a manufacturer of silicone- and quartz-based materials, was also in the Industrial segment until its sale in the 

fourth quarter of2006. Prior to the sale of our Plastics business in August 2007, we also manufactured and sold plastics and structured products. Plastics and 
Advanced Materials results are reported in discontinued operations for all periods presented. 

Our operations are located in North America, Europe, Asia and South America. 

Consumer & Industrial 

Consumer& Industrial sells products that share several characteristics - competitive design, efficient manufacturing and effective distribution and service 

Strong global competition rarely pemrits premium pricing, so cost control, including productivity, is key. Despite pricing pressures on many of our 

products, we also invest in the development of differentiated, premium products that are more profitable. While some Consumer & Industrial products are 

primarily directed to consumer applications (major appliances, for example), and some primarily to industrial applications (switchgear, for example), others 
are directed to both markets (lighting, for example) 

We sell and service major home appliances including refrigerators, freezers, electric and gas ranges, cooktops, dishwashers, clothes washers and 

dryers, microwave ovens, room air conditioners, and residential water systems for filtration, softening and heating. Brands are Monogram®, GE Profile", 
GE® and Hotpoint®. 

We manufacture certain products, and also source finished product and component parts from third-party global manufacturers. A large portion 

of our appliances sales are through a variety of retail outlets for replacement of installed units. Residential building contractors installing units in new 

construction are our second major U.S. channel. We offer the largest OEM service organization in the appliances industry, providing in-home repair, 

extended service plans and warranty administration. We also manufacture and sell a variety of lamp products for commercial, industrial and consumer 

markets, including foil lines of incandescent, halogen, fluorescent, high-intensity discharge, light-emitting diode, automotive and miniature products. 

Consumer & Industrial also provides integrated electrical equipment and systems used to distribute, protect and control energy and equipment 

We manufacture and distribute electrical distribution and control products including transformers, meters, circuit breakers, panel boards and general purpose 

controls that are used to distribute and manage power in a variety of residential, commercial, consumer and industrial applications. In addition, we design 

and manufacture motors and control systems used in industrial applications primarily for oil and gas extraction and mining. We also provide 

customer-focused solutions centered on the delivery and control of electric power, and market a wide variety of commercial lighting systems. 

The aggregate level of economic activity in markets for such products and services generally lags overall economic slowdowns as well as 

subsequent recoveries. In the United States, industrial markets are undergoing significant structural changes reflecting, among other factors, increased 
international competition and continued commodity cost pressures. 
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Enterprise Solutions 

Enterprise Solutions offers protection and productivity solutions to some of the most pressing issues that industries face: safe facilities, plant automation, 

power control and sensing applications in the operating environment. From home to industry to national security, our technology covers the full spectrum of 

security solutions, including card access systems, high-tech video monitoring, intrusion and fire detection, real estate and property control, and explosives 

and narcotics detection. We design and manufacture equipment and systems that enable customers to monitor, protect, control and ensure the safety of their 

critical applications. These products include precision sensors for temperature, flow rate, pressure, humidity, gas, infrared and ultrasonic applications; 

high-quality handheld and portable field calibrators; equipment for detection of material defects; stand-alone measurement instrumentation; and systems 

that provide the end-to-end solutions necessary to validate or certify vital commercial and industrial processes. We deliver automation hardware and 

software designed to help users reduce costs, increase efficiency and enhance profitability through a diverse array of capabilities and products, including 

controllers, embedded systems, advanced software, motion control, computer numerical controls, operator interfaces, industrial computers, and lasers. We 

also provide products and services to protect and optimize assets such as generators, transmission lines and motors, to ensuring secure wireless data 
transmission and uninterruptible power. 

Our products and services are sold to a diverse worldwide commercial and residential customer base in the transportation, industrial, 

pharmaceutical and healthcare markets. Our business environment is characterized by technological innovation and market growth. Our competitors include 

technology-driven suppliers of the same, as well as other functionally equivalent products and services. 

Discontinued Operations 

Discontinued operations comprised Lake; WMC; Plastics; Advanced Materials; GE Life, our U.K.-based life insurance operation; the property and casualty 

insurance and reinsurance businesses and the European life and health operations of GE Insurance Solutions Coiporation (GE Insurance Solutions); and 

Genworth Financial, Inc. (Genworth), our formerly wholly-owned subsidiary that conducted most of our consumer insurance business, including life and 
mortgage insurance operations. 

Geographic Data 

Geographic data are reported in note 25 to the consolidated financial statements on page 98 and 99 of the 2007 Annual Report to Shareowners. 

Additional financial data about our geographic operations is provided on page 51 and 52 of the 2007 Annual Report to Shareowners. 

Orders Backlog 

See pages 48,50 and 62 of the 2007 Annual Report to Shareowners for information about our backlog of unfilled orders. 
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Research and Development 

Total expenditures for research and development were $4,075 million, $3,480 million and $3,235 million in 2007,2006 and 2005, respectively. Of these 

amounts, $3,009 million in 2007 was GE-funded ($2,790 million in 2006 and $2,551 million in 2005); and $1,066 million in 2007 was funded by customers 

($690 million m 2006 and $684 million in 2005), principally the U.S. government. Infrastructure's Aviation business accounts for the largest share of GE's 

research and development expenditures with funding from both GE and customer funds. Healthcare and Infrastructure's Energy business also made 
significant expenditures funded primarily by GE. 

Environmental Matters 

Our operations, like operations of other companies engaged in similar businesses, involve the use, disposal and cleanup of substances regulated under 
environmental protection laws. 

We are mvolved in a sizable number of remediation actions to clean up hazardous wastes as required by federal and state laws. Such statutes 

require that responsible parties fund remediation actions regardless of fault, legality of original disposal or ownership of a disposal site. Expenditures for site 

remediation actions amounted to approximately $0.2 billion in both 2007 and 2006. We presently expect that such remediation actions will require average 
annual expenditures in the range of $0.2 billion to $0.3 billion over the next two years. 

The U.S. Environmental Protection Agency (EPA) ruled in February 2002 that approximately 150,000 pounds of polychlorinated biphenyls 

(PCBs) must be dredged from a 40-mile stretch of the upper Hudson River in New York state. On November 2,2006, the U.S. District Court for the 

Northern District of New York approved a consent decree entered into between GE and the EPA that represents a comprehensive framework for 

implementation of the EPA's 2002 decision to dredge PCB-containing sediments in the upper Hudson River. The dredging will be performed in two phases 

with an intervening peer review of performance after phase 1. Under this consent decree, we have committed up to $0.1 billion to reimburse the EPA for its 

past and future project oversight costs and agreed to perform the first phase of dredging. We further committed that, subject to future agreement with the 

EPA about completion of dredging after completion of phase 1 and the peer review, we will be responsible for further costs, including costs of phase 2 

dredging. Our Statement of Financial Position as of December 31,2007 and 2006, included liabilities for the estimated costs of this remediation. 

Employee Relations 

At year-end 2007, General Electric Company and consolidated affiliates employed approximately 327,000 persons, of whom approximately 155,000 were 

employed in the United States. For further information about employees, see page 63 of the 2007 Annual Report to Shareowners. 

Approximately 20,500 GE manufacturing and service employees in the United States are represented for collective bargaining purposes by a total 

of approximately 125 different union locals. A majority of such employees are represented by union locals that are affiliated with, and bargain in 

coordination with, the IUE-CWA, The Industrial Division of the Communication Workers of America, AFL-CIO, CLC. During 2007, General Electric 

Company negotiated four-year contracts with unions representing a substantial majority of the unionized employees in the United States. Most of these 
contracts will terminate in June 2011. 
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Approximately 3,500 staff employees (and a large number of freelance employees) in the United States are covered by about 160 labor 

agreements to which NBC Universal is a party. These agreements are with various labor unions, expire at various dates and are generally for a term ranging 
from three to five years. 

Executive Officers 

See Part III, Item 10 of this 10-K Report for information about Executive Officers of the Registrant. 

Other 

Because of the diversity of our products and services, as well as the wide geographic dispersion of our production facilities, we use numerous sources for 

die wide variety of raw materials needed for our operations. We have not heen adversely affected by the inability to obtain raw materials. 

We own, or hold licenses to use, numerous patents. New patents are continuously being obtained through our research and development activities 

as existing patents expire. Patented inventions are used both within the Company and are licensed to others, but no operating segment is substantially 

dependent on any single patent or group of related patents. 

Agencies of the U.S. Government constitute our largest single customer. An analysis of sales of goods and services as a percentage of revenues 
follows: 

Total sales to U.S. Government Agencies 

Infrastructure segment defense-related sales 

% of Consolidated Revenues 

2007 2006 2005 

2% 2% 3% 

2 2 2 

% of GE Revenues 

2007 2006 2005 

3% 3% 4% 

3 3 3 

GE is a trademark and service mark of General Electric Company. 

The Company's Internet address is www.ge.com. Our annual report on Form 10-K, quarterly reports on Form 10-Q, current reports on 

Form 8-K, and amendments to those reports are available, without charge, on our website, www.ge.com/en/companyrinvestor/secfilings.htm, as soon as 

reasonably practicable after they are filed electronically with the SEC. Copies are also available, without charge, from GE Coiporate Investor 

Communications, 3135 Easton Turnpike, Fairfield, CT 06828. Reports filed with the SEC may be viewed at www.sec.gov or obtained at the SEC Public 

Reference Room m Washington, D.C. Information regarding the operation of the Public Reference Room may be obtained by calling the SEC at 

1-800-SEC-0330. References to our website addressed in this report are provided as a convenience and do not constitute, or should be viewed as, an 

incorporation by reference of the information contained on, or available through, the website. Therefore, such information should not be considered part of 
this report. 
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Item I A. Risk Factors. 

The following discussion of risk factors contains "forward-looking statements," as discussed in Item 1. These risk factors may be important to 

understanding any statement in this Annual Report on Form 10-K or elsewhere. The following information should be read in conjunction with 

Management's Discussion and Analysis (MD&A), and the consolidated financial statements and related notes incorporated by reference in this report. 

Our businesses routinely encounter and address risks, some of which will cause our future results to be different - sometimes materially different 

- than we presently anticipate. Discussion about important operational risks that our businesses encounter can be found in the MD&A section of our 2007 

Annual Report to Shareowners and in the business descriptions in Item 1. of this Form 10-K. Below, we have described certain important strategic risks. 

Our reactions to material future developments as well as our competitors' reactions to those developments will determine our future results. 

Our global growth is subject to a number of economic and political risks 

We conduct our operations in virtually every part of the world. Global economic developments affect businesses such as ours in many ways. Operations are 

subject to the effects of global competition. Our global business is affected by local economic environments, including inflation, recession and currency 

volatility. Political changes, some of which may be disruptive, can interfere with our supply chain, our customers and all of our activities in a particular 

location. While some of these risks can be hedged using derivatives or other financial instruments and some are insurable, such attempts to mitigate these 

risks are costly and not always successful. 

Our credit ratings are important to our cost of capital 

The major debt agencies routinely evaluate our debt and have given their highest debt ratings to us. This evaluation is based on a number of factors, which 

include financial strength as well as transparency with rating agencies and timeliness of financial reporting. One of our strategic objectives is to maintain 

our "Triple A" ratings as they serve to lower our borrowing costs and facilitate our access to a variety of lenders. Failure to maintain our Triple A debt 

ratings could adversely affect our cost of funds and related margins, liquidity, competitive position and access to capital marine 

The success of our business depends on achieving our objectives for strategic acquisitions and dispositions ' 

With respect to acquisitions and mergers, we may not be able to identify suitable candidates at terms acceptable to us, or may not achieve expected returns 

and other benefits as a result of integration challenges, such as personnel and technology. We will continue to evaluate the potential disposition of assets and 

businesses that may no longer help us meet our objectives. When we decide to sell assets or a business, we may encounter difficulty in finding buyers or 

alternative exit strategies on acceptable terms in a timely manner, which could delay the accomplishment of our strategic objectives, or we may dispose of a 

business at a price or on terms, which are less than we had anticipated. In addition, there is a risk that we sell a business whose subsequent performance 

exceeds our expectations, in which case our decision would have potentially sacrificed enterprise value. Correspondingly, we may be too optimistic about a 

particular business's prospects, in which case we may be unable to find a buyer at a price acceptable to us and therefore may have potentially sacrificed 

enterprise value. 

(16) 



We are subject to a wide variety of laws and regulations 

Our busmesses are subject to regulation by U.S. federal and state laws and foreign laws, regulations and policies. Changes to laws or regulations may even 

require us to modify our business objectives if existing practices become more restricted, subject to escalating costs or prohibited outright. Particular risks 

include regulatory risks arising from local laws, such as laws that reduce the allowable lending rote or limit consumer borrowing, from local liquidity 

regulations that may increase the risks of not being able to retrieve assets, and changes to tax law that may affect our return on investments. For example, 

GE's effective tax rate is reduced because active business income earned and indefinitely reinvested outside the United States is taxed at less than the U.S. 

rate. A significant portion of this reduction depends upon a provision of U.S. tax law that defers the imposition ofU.S. tax on certain active financial 

services income until that income is repatriated to the United States as a dividend. This provision is consistent with international tax norms and permits U.S. 

financial services companies to compete more effectively with foreign banks and other foreign financial institutions in global markets. This provision, 

which is scheduled to expire at the end of2008, has been scheduled to expire on four previous occasions, and each time it has been extended by Congress If 

this provision is not extended, the current U.S. tax imposed on active financial services income earned outside the United States would increase, making it 

more difficult for U.S. financial services companies to compete in global markets. Our businesses and the industries in which we operate are also at times 

being reviewed or investigated by regulators, which could lead to enforcement actions, fines and penalties or the assertion of private litigation claims and 
damages. 

Changes in the real estate markets are highly uncertain 

We provide financing for the acquisition, refinancing and renovation of various types of properties. We also consider opportunities to buy and sell 

properties which may result in significant outlays or proceeds of cash, either individually or in the aggregate. The profitability of real estate investments is 

lately dependent upon the specific geographic maricet in which they are located and the perceived value of that market at the time of sale. We may have 

difficulty optimizing that mix and such activity may vary significantly from one year to the next 

Item IB. Unresolved Staff Comments. 

Not applicable. 

Item 2. Properties. 

Manufacturing operations are carried out at approximately 300 manufacturing plants located in 40 states in the United States and Puerto Rico and at 261 
manufacturing plants located in 40 other countries. 

Item 3. Legal Proceedings. 

As previously reported, in January 2005 the staff of the U.S. Securities and Exchange Commission (SEC) informed us that it had commenced an 

investigation and requested certain documents and information with respect to the use of hedge accounting for derivatives by us and GE Capital. In August 

2005 the SEC staff'advised us that the SEC had issued a formal order of investigation in the matter. The SEC staff has taken testimony in this matter and has 

requested information about other GE accounting policies and practices, including items related to revenue recognition. 
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In connection with the SEC's investigation, we are conducting an internal review of revenue recognition matters. Our review has been thorough 

and extensive, continuing for more than a year, and has been conducted using substantial internal and external resources. These resources have included 

extensive redeployment of our 430 person audit staff to focus on this review; substantial time and resources of our controllership and finance organizations 

and our internal legal organization; accounting and expert support from our auditor, KPMG; and extensive resources from outside legal counsel and 

accounting expertise, who have advised us and our audit committee. We have regularly reported results of the review to the SEC staff as conclusions have 

been reached and in cases where errors have been identified, we have publicly disclosed them in our filings with the SEC. 

In a Form 8-K filed January 18,2008, we reported that we had determined that we made an error in the manner in which we changed our 

accounting for profits on certain aftermarket spare parts. As we reported, under long-term product services agreements, we provide repair and maintenance 

for installed products, including spare parts. We recognize revenue and profits over the contract period in proportion to our contract costs. An element of our 

contract costs is the cost of spare parts. Before January 1,2002, our Aviation business accounted for the profits on spare parts installed pursuant to 

long-term product service agreements either in its spare parts unit or in its revenue recognition model for commercial engines. Effective January 1,2002, 

with the concurrence of KPMG, we changed our accounting for spare parts in two ways that largely offset: to exclude all spare parts from the model for 

engine sales and to include margin in long-term services agreements to the extent spare parts are associated with such agreements. 

In making this change, we changed our estimate of the unperformed portions of long-term product services agreements to use our cost instead of 

catalogue list price. We have determined that because we did not also re-compute our pre-2002 spare parts costs on the same basis, we overestimated the 

percentage of completion of affected agreements and underestimated the related contract profit rates, an error that resulted in accelerating revenues and 

profits attributable to such agreements in 2002 and understating revenues and profits in some future periods. Similar adjustments in the accounting method 

for estimating the cost of spare parts installed pursuant to long-term services agreements were made by Aviation in 2003 with respect to spare parts 

manufactured by a joint venture partner and in our Energy business in 2006. We also reported that we had determined that for periods prior to 2004, we 

made an error in our application and description of appropriate revenue measurement principles in certain Infrastructure businesses. Our associated routines 

and controls failed to prevent or detect these errors. 

We and our audit committee, with the assistance of the committee's independent counsel, have evaluated the circumstances surrounding and the 

effect on our previously reported financial statements of the items reported in our January 18,2008 Form 8-K, and have determined that the adjustments 

relating to these items, both individually and together with the adjustments for the errors identified in our Form 10-Qs filed on July 27,2007 and November 

2,2007, are not material to our financial statements and have determined that restatement of our prior period financial statements is not required. We have 

included the adjustments for these items in prior period financial information reported in this Form 10-K. 

We also have considered these matters in context of our review of our internal control over financial reporting and have concluded that the 

internal control deficiencies implicated by the items identified above constitute significant deficiencies in our internal control over financial reporting, but 

do not (individually or in the aggregate with other identified deficiencies) constitute a material weakness in the Company's internal control. 
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We and our audit committee take these internal control matte* very seriously and are committed to continuing to improve our internal control 

processes and procedures. In response to these matters, we and our audit committee have been actively engaged in the planning and implementation of 

remediation efforts to address the identified deficiencies in our internal controls with respect to our revenue recognition policies and procedures and to 

enhance our overall control environment. We have already undertaken, and are continuing to implement, a number of remedial actions and internal control 
enhancements: 

' ̂SeniD8 °Ur eXPCTtiSe and teCh"iCal COntr°IlerShip resourees in C01P°rate accounting and our internal audit staff devoted to complex accounting 

. Implementing improved procedures for our corporate accounting and internal audit staff for review of accounting for unusual transactions; 

* executed;^ ^ 0perati0na, contro»^hip resources, stnicture and processes to oversee GE businesses to better ensure controllership policies are fully 

Enhancing and clarifying our global accounting policies and procedures for revenue recognition and our related training programs and communication; 

* cZSSnTS^̂  — and judgments and accounting changes, and enhancing 

* Continuing to stress leadership communication about integrity, accuracy and transparency; and 

appropriate pereonneV^m^tio^^l^onS^vahutoni^'° ̂  employees mvo,ved m ,he transactions related to such errors and making 

We continue to cooperate with the ongoing SEC investigation and to discuss the investigation and issues arising in that investigation and our internal 

review with the SEC staff with a goal of completing our review and resolving these matters as soon as practicable. Our senior management and audit 

committee are momtonng the review closely with the assistance of outside counsel and accounting experts. We and our audi, committee are committed to 

addressing issues that arise and to providing transparent disclosure to our investors concerning these matters. 

The Antitrust Division of the Department of Justice (DOJ) and the SEC are continuing to conduct an industry-wide investigation of marketing and sales 

of guaranteed '"vestment contracts, and other financial instraments, to municipalities. In connection with this investigation, two subsidiaries of GE Capital 

received subpoenas in 2006: GE Funding CMS (Trinity Funding Co.) received a subpoena from the DOJ requesting documents and GE Funding Capital 

Market Services, Inc. received a subpoena from the SEC that requests similar information about Trinity Funding Company, LLC. The Company is 
cooperating fully with the SEC and DOJ in this matter. 



HONEYWELL INTERNATIONAL INC (HON) 

101 COLUMBIA RD 
PO BOX 4000 
MORRISTOWN, NJ 07962 
973.455.2000 
http://www.honevwell.com/ 

10-K 
Filed on 02/15/2008 - Period: 12/31/2007 
File Number 001-08974 

LIVEDGAR® Information Provided by Global Securities Information, Inc. 
800.669.1154 

www.asionnne.com 



UNITED STATES 
SECURITIES AND EXCHANGE COMMISSION 

WASHINGTON, D.C. 20549 

Form 10-K 
4 ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) 

OF THE SECURITIES EXCHANGE ACT OF 1934 
For the fiscal year ended December 31 2007 

OR 
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) 

OF THE SECURITIES EXCHANGE ACT OF 1934 
For the transition period from to 
Commission file number 1-8974 

Honeywell International Inc. 

(Exact name of registrant as specified in its charter) 

DELAWARE 22-2640650 

(State or other jurisdiction of 
incorporation or organization) 

101 Columbia Road 
Morris Township, New Jersey 

(Address of principal executive offices) 
Registrant's telephone number, including area code (973)455-2000 
Securities registered pursuant to Section 12(b) of the Act-

Title of Each Class 

Common Stock, par value $1 per share* 

Zero Coupon Serial Bonds due 2009 
9'/2% Debentures due June 1,2016 

(I.R.S. Employer 
Identification No.) 

07962 

(Zip Code) 

Name of Each Exchange 
on Which Registered 

New York Stock Exchange 
Chicago Stock Exchange 

New York Stock Exchange 
New York Stock Exchange 

* The common stock is also listed for trading on the London Stock Exchange. 
Securities registered pursuant to Section 12(g) of the Act: None 
Indicate by check mark if the Registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act. Yes X 

ActYK^NOJL"31* Registrant is not recluired to file reports pursuant to Section 13 or Section 15(d) of the Exchange 

Ae Re^istra,no(1) ^led£.a11 reP°rts required to be filed by Section 13 or 15(d) of the Securities 
^Ju preceding 12 months (or for such shorter period that the Registrant was required to file such 

reports), and (2) has been subject to such filing requirements for the past 90 days. Yes X No _ 
in?iK™LCheHktmlrk ji* disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will 
Part ITT nf A - n' of Registrant s knowledge, in definitive proxy or information statements incorporated by reference in 
Part III of this Form 10-K or any amendment to this Form 10-K. A 
Indicate by check mark whether the Registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer or a smaller 
oUhe ExchmgeAct^(Check One) accelerated fller'" "large accelerated filer," and "smaller reporting company" in Rule 12b-2 

Large accelerated filer A Accelerated filer O Non-accelerated filer O Smaller reporting company O 
Indicate by check mark whether the Registrant is a shell company (as defined in Rule 12b-2 of the Act). Yes _ No X 
Theaggregate market value of the voting stock held by nonaffiliates of the Registrant was approximately $42.1 billion at June 30, 

There were 744,382,933 shares of Common Stock outstanding at January 31,2008. 
Documents Incorporated bv Reference 



Part HI: Proxy Statement for Annual Meeting of Shareowners to be held April 28,2008. 



1 

10 
15 
15 
16 
16 
17 

18 
20 
20 
46 
47 

102 

102 
103 

103 
103 

103 
106 
106 

107 

TABLE OF CONTENTS 

Item 

1. Business 
IA. Risk Factors 
IB. Unresolved Staff Comments 

2. Properties 
3. Legal Proceedings 
4- Submission of Matters to a Vote of Security Holders 

Executive Officers of the Registrant 

5. Market for Registrant's Common Equity. Related Stockholder Matters and Tssner Purchase of 
Eauitv Securities 

6. Selected Financial Data 
7- Management's Discussion and Analysis of Financial Condition and Results of Operations 

7A- Quantitative and Qualitative Disclosures About Market Risk 
8. Financial Statements and Supplementary Data 
9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure 

9A. Controls and Procedures 
9B. Other Information 

10. Directors and Executive Officers of the Registrant 
11. Executive Compensation 
12- Security Ownership of Certain Beneficial Owners and Management and Related Stockholder 

Matters 
13- Certain Relationships and Related Transactions 
14. Principal Accounting Fees and Services 

15. Exhibits and Financial Statement Schedules 



PARTI. 
Item 1. Business 

Honeywell International Inc. (Honeywell) is a diversified technology and manufacturing company, serving customers worldwide 
with aerospace products and services, control, sensing and security technologies for buildings, homes and industry, turbochargers 
automotive products, specialty chemicals, electronic and advanced materials, and process technology for refining and 
petrochemicals. Honeywell was incorporated in Delaware in 1985. 
i yim^intain internet website at http://www.honeyweIl.com. Our Annual Report on Form 10-K, Quarterly Reports on Form 
10-Q, Current Reports on Fonn 8-K and any amendments to those reports, are available fiee of charge on our website under the 
tadni8 hv* Relations (see "SEC Filings & Reports") immediately after they are filed with, or furnished to, the Securities 
and Exchange Commission (SEC). In addition, m this Fonn 10—K, the Company incorporates by reference certain information 
from parts ofits proxy statement for the 2008 Annual Meeting of Stockholders, which we expect to file with the SEC on or about 
March 13,2008, and which will also be available free of charge on our website. 

Information relating to corporate governance at Honeywell, including Honeywell's Code of Business Conduct, Corporate 
Governance Guidelines and Charters of the Committees of the Board of Directors are also available, free of charge on our 
website under the heading "Investor Relations" (see "Corporate Governance"), or by writing to Honeywell, 101 Columbia Road, 
Moms Township New Jersey 07962, c/o Vice President and Corporate Secretary. Honeywell's Code of Business Conduct applies 
employees directors> officers (including the Chief Executive Officer, Chief Financial Officer and Controller) and 

The certifications of our Chief Executive Officer and Chief Financial Officer pursuant to Section 302 and Section 906 of the 
Sarbanes-Oxley;Act of2002 about the disclosure contained in this Annual Report on Form 10-K are included as Exhibits 31.1, 
i ic'r trr pln ^P,ort/"d 316 available free of charge on our website under the heading "Investor Relations" 
(see SEC Filings & Reports ). Our Chief Executive Officer certified to the New York Stock Exchange (NYSE) on May 3 2007 
pursuant to Section 303A.12 of the NYSE's listing standards, that he was not aware of any violation by Honeywell of the NYSE's 
corporate governance listing standards as of that date. 
Major Businesses 

We globally manage our business operations through four businesses that are reported as operating segments: Aerospace 
utomation and Control Solutions, Specialty Materials and Transportation Systems. Financial information related to our operating 

segments is included m Note 23 of Notes to Financial Statements in "Item 8. Financial Statements and Supplementary Data." 
The major products/services, customers/uses and key competitors of each of our operating segments follows: 

Aerospace 

Our Aerospace segment is a leading global provider of integrated avionics, engines, systems and service solutions for aircraft 
manufacturers, airlines, business and general aviation, military, space and airport operations. 

Product/Service Classes 

Turbine propulsion engines 
Major Products/Services 

TFE731 turbofan 
TFE1042 turbofan 
ATF3 turbofan 
F124 turbofan 
ALF502 turbofan 
LF507 turbofan 
CFE738 turbofan 
HTF 7000 turbofan 
T53, T55 turboshaft 
T800 turboshaft 

Major Customers/Uses 

Business, regional, general 
aviation and military 
trainer aircraft 

Commercial and military 
helicopters 

Military vehicles 

Key Competitors 

United Technologies 
Rolls Royce/Allison 
Turbomeca 
Williams 

http://www.honeyweIl.com


Product/Service Classes Major Products/Services Major Customers/Uses Key Competitors 
Turbine propulsion engines 
(continued) 

TF40B/50A 
HTS900 
LT101—650/750/850 
TPE 331 turboprop 
AGT1500 turboshaft 
Repair, overhaul and 
spare parts 

Auxiliary power units 
(APUs) 

Airborne auxiliary power 
units 

Jet fuel starters 
Secondary power systems 
Ground power units 
Repair, overhaul and 
spare parts 

Commercial, regional, 
business and military 
aircraft 
Ground power 

United Technologies 

Environmental control 
systems 

Air management systems: 
Air conditioning 
Bleed air 
Cabin pressure control 
Air purification and 
treatment 

Gas Processing 
Heat Exchangers 
Turbo Systems 
Repair, overhaul and 
spare parts 

Commercial, regional and 
general aviation aircraft 
Military aircraft 
Ground vehicles 
Spacecraft 

Auxilec 
Barber Colman 
Dukes 
Eaton-Vickers 
General Electric 
Goodrich 
Liebherr 
Pacific Scientific 
Parker Hannifin 
TAT 
United Technologies 

Electric power systems Generators 
Power distribution & 
control 

Power conditioning 
Repair, overhaul and 
spare parts 

Commercial, regional, 
business and military 
aircraft 

General Electric 
Goodrich 
Safran 
United Technologies 

Engine systems and 
accessories 

Electronic and 
hydromechanical fuel 
controls 

Engine start systems 
Electronic engine controls 
Sensors 
Valves 
Electric and pneumatic 
power generation 
systems 

Thrust reverser actuation, 
pneumatic and electric 

Commercial, regional and 
general aviation aircraft 

Military aircraft 

BAE Controls 
Goodrich 
Parker Hannifin 
United Technologies 

Aircraft hardware 
distribution 

Fasteners, including nuts, 
bolts, rivets, clamps and 
pins 

Bearings, including ball, 
roller, spherical, needle 
and ceramic 

Electrical hardware, 
including connectors, 
components, lighting 
products, terminals, and 
wire and wiring 
accessories 

Seals, including seals, 
o-rings, gaskets and 
packings 
Value-added services, 
repair and overhaul 
< /font>kitting and 
point-of-use 

Commercial, regional, 
business and military 
aviation aircraft 

Anixter 
Arrow Pemco 
Avnet 
BE Aerospace (M&M 
Aerospace) 

Fairchild Direct 
Satair 
Wencor 
Wesco Aircraft 



replenishment 

Avionics systems Flight safety systems: 
Enhanced Ground 
Proximity Warning 
Systems (EGPWS) 
Traffic Alert and 
Collision Avoidance 
Systems (TCAS) 
Windshear detection 
systems 
Flight data and cockpit 
voice recorders 
Weather radar 

Commercial, business and BAE 
general aviation aircraft Boeing/Jeppesen 

Government aviation Garmin 
General Electric 
Goodrich 
Kaiser 
L3 
Lockheed Martin 
Northrop Grumman 
Rockwell Collins 
Thales 
Trimble/Terra 
Universal Avionics 
Universal Weather 
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Prodnct/Service Classes Major Products/Services Major Customers/Uses Key Competitors 

Avionics systems (continued) Communication, navigation 
and surveillance systems: 
Navigation & 
guidance systems 
Global positioning 
systems 
Satellite systems 
Integrated systems 
Flight management systems 
Cockpit display systems 
Data management and 
aircraft performance 
monitoring systems 

Aircraft information systems 
Network file servers 
Wireless network 
transceivers 

Weather information 
network 
Navigation database 
information 

Cabin management systems 
Vibration detection arid 
monitoring 

Mission management 
systems 
Tactical data management 
systems 

Aircraft and Obstruction 
lighting 

Inset lights 
Regulators 
Tower and obstruction 
lights 

Interior and exterior aircraft 
lighting 

Commercial, regional, 
business, helicopter and 
military aviation aircraft 
(operators, OEMs, parts 
distributors and MRO 
service providers) 
General contractors 
(building and tower 
manufacturers), 
cell-phone companies 

Bruce 
Hella/Goodrich 
LSI 
Luminator 
Siemens 
Whelen 

Inertial sensor Inertial sensor systems for 
guidance, stabilization, 
navigation and control 

Gyroscopes, 
accelerometers, inertial 
measurement units and 
thermal switches 

Militaiy and commercial 
vehicles 

Commercial spacecraft 
and launch vehicles 
Commercial, regional, 
business and military 
aircraft 

Transportation 
Missiles 
Munitions 

Astronautics-Kearfott 
BAE 
Ball 
GEC 
General Electric 
L3 Com 
KVH 
Northrop Grumman 
Rockwell 

Control products Radar altimeters 
Pressure products 
Air data products 
Thermal switches 
Magnetic sensors 

Military aircraft 
Missiles, UAVs 
Commercial applications 

Ball Brothers 
BAE 
Druck 
Goodrich 
NavCom 
Northrop Grumman 
Rosemount 
Solarton 

Space products and 
subsystems 

Guidance subsystems 
Control subsystems 
Processing subsystems 
Radiation hardened 
electronics and integrated 
circuits 
GPS-based range safety 
systems 

Commercial and 
military-spacecraft 

DoD 
FAA 
NASA 

BAE 
Ithaco 
L3 
Northrop Grumman 
Raytheon 



Management and 
technical services 

Maintenance/operation and 
provision of space 
systems, services and 
facilities 
Systems engineering and 
integration 
Information technology 
services 
Logistics and sustainment 

U.S. government space 
(NASA) 
DoD (logistics and 
information services) 

FAA 
DoE 
Local governments 
Commercial space 
ground segment 
systems and 
services 

Bechtel 
Boeing 
Computer Sciences 
Dyncorp 
ITT 
Lockheed Martin 
Raytheon 
SAIC 
The Washington 
Group 
United Space 
Alliance 
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Product/Service Classes Major Products/Services Major Customers/Uses Key Competitors 

Landing systems Wheels and brakes 
Wheel and brake repair and 
overhaul services 

Commercial airline, regional, 
business and military 
aircraft 
High performance 
commercial vehicles 
USAF, DoD, DoE 
Boeing, Airbus, Lockheed 
Martin 

Dunlop Standard Aerospace 
Goodrich 
K&F Industries 
Messier-Bugatti 
NASCO 

Automation and Control Solutions 
Our Automation and Control Solutions segment is a leading global provider of environmental and combustion controls, sensing 

controls, security and life safety products and services and process automation and building solutions and services for homes, 
buildings and industrial facilities. 

Environmental and Heating, ventilating and Original equipment Bosch 
combustion controls; sensing air conditioning controls manufacturers (OEMs) Cherry 
controls and components for Distributors Danfoss 

homes and buildings Contractors Eaton 
Indoor air quality products Retailers Emerson 
including zoning, air 
cleaners, humidification, 

System integrators Endress & Hauser including zoning, air 
cleaners, humidification, Commercial customers and Holmes 
heat and energy recovery homeowners served by Invensys 
ventilators the distributor, wholesaler, Johnson Controls 

Controls plus integrated contractor, retail and Motorola 
electronic systems for utility channels Schneider 
burners, boilers and Package and materials Siemens 
furnaces handling operations United Technologies 

Consumer household Appliance manufacturers Yamatake 
products including Automotive companies 
humidifiers and Aviation companies 
thermostats Food and beverage 
Electrical devices and processors 
switches Medical equipment 
Water controls Heat treat processors 
Sensors, measurement, Computer and business 
control and industrial equipment manufacturers 
components 

Security and life safety Security products and OEMs Bosch 
products and services systems Retailers Draeger 

Fire products and systems Distributors GE 
Access controls and closed Commercial customers and Intermec Technologoes 
circuit television homeowners served by Mine Safety Appliances 

Home health monitoring the distributor, wholesaler, Motorola 
and nurse call systems contractor, retail and Pelco 
Gas detection products and utility channels Phillips 
systems Healdi care organizations Riken Keiki 
Emergency lighting Security monitoring service Siemens 
Distribution providers Tyco 
Hand held imagers United Technologies 
Mobile and wireless 

United Technologies 

computers 

Process automation products Advanced control software Refining and petrochemical ABB 
and solutions and industrial automation companies AspenTech 

systems for control and Chemical manufacturers Emerson 
monitoring of continuous, Oil and gas producers Invensys 
batch and hybrid Food and beverage Siemens 
operations processors Yokogawa 
Production management Pharmaceutical companies 
software Utilities 
Communications systems for Film and coated producers 
Industrial Control Pulp and paper industry 
equipment and systems Continuous web producers 
Consulting, networking in the paper, plastics, 
engineering and metals, rubber, 



installation 
Terminal automation 
solutions 
Process control 
instrumentation 

Field instrumentation 
Analyti cal instrumentation 
Recorders Controllers 
Critical environment control 
solutions and services 
Aftermarket maintenance, 
repair and upgrade 

non-wovens and printing 
industries 

Mining and mineral 
industries 
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Product/Service Classes 

Building solutions and 
services 

Major Products/Services 

HVAC and building control 
solutions and services 
Energy management 
solutions and services 

Security and asset 
management solutions 
and services 
Enterprise building 
integration solutions 

Building information 
services 
Airport lighting and systems, 
visual docking guidance 
systems 

Major Customers/Uses 

Building managers and 
owners 

Contractors, architects 
and developers 
Consulting engineers 
Security directors 
Plant managers 
Utilities 
Large global corporations 
Public school systems 
Universities 
Local governments 
Public housing agencies 
Airports 

Key Competitors 

Ameresco 
GroupMac 
Ingersoll Rand 
Invensys 
Johnson Controls 
Local contractors and 
utilities 

Safegate 
Schneider 
Siemens 
Trane 
Thorn 
United Technologies 

Specialty Materials 

Our Specialty Materials segment is a global leader in providing customers with high-performance specialty materials, including 
fluorine products, specialty films and additives, advanced fibers and composites, intermediates, specialty chemicals, electronic 
materials and chemicals, and catalysts, adsorbents, equipment and technologies for foe petrochemical and refining industries. 

Resins & chemicals Nylon polymer 
Caprolactam 
Ammonium sulfate 
Cyclohexanone 
Cyclophexanol (KA Oil) 

Nylon for carpet fibers, 
engineered resins 
and packaging 
Fertilizer ingredients 
Specialty chemicals 

BASF 
DSM 

Hydrofluoric acid (HF) Anhydrous and aqueous 
hydrofluoric acid 

Fluorocarbons 
Steel 
Oil refining 
Chemical intermediates 

Mexichem Flour 
Solvay 

Fluorocarbons Genetron® refrigerants, 
aerosol and insulation 
foam blowing agents 
Genesolv® solvents 
Oxyfome sterilant gases 
Ennovate 3000 blowing 
agent for refrigeration 
insulation 

Refrigeration 
Air conditioning 
Polyurethane foam 
Precision cleaning 
Optical 
Appliances 
Hospitals 
Medical equipment 
manufacturers 

Arkema 
Dupont 
Solvay-Solexis 
Ineos 

Fluorine specialties Sulfur hexafluoride (SF6) 
Iodine pentafluoride (IF ) 
Antimony pentafluoride 
(SbF5) 

Electric utilities 
Magnesium gear 
manufacturers 

Air Products 
Asahi Glass 
Solvay-Solexis 

Nuclear services UF6 conversion services Nuclear fuel Cameco 
Electric utilities Comurhex 

Rosatom 

Research and fine chemicals Oxime-based fine chemicals 
Fluoroaromatics 
High-purity solvents 

Agrichemicals 
Biotech 

Avecia 
Degussa 
DSM 
E. Merck 
Thermo Fisher Scientific 
Lonza 
Sigma-Aldrich 

Performance chemicals 
Imaging chemicals 
Chemical processing 
sealants 

HF derivatives 
Fluoroaromatics 
Catalysts 
Oxime-silanes 

Diverse by product type Atotech 
BASF 
DSM 



Advanced fibers & 
composites 

High modulus polyethylene 
fiber and shield 
composites 

Aramid shield composites 

Bullet resistant vests, 
helmets and other 
armor applications 
Cut-resistant gloves 
Rope & cordage 

DuPont 
DSM 
Teijin 

Specialty films Cast nylon film 
Bi-axially oriented nylon 
film 
Fluoropolymer film 

Food and pharmaceutical 
packaging 

American Biaxis 
CFP 
Daikin 
Kolon 
Unitika 
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Product/Service Classes Major Products/Services Major Customers/Uses Key Competitors 
Specialty additives Polyethylene waxes 

Paraffin waxes and blends 
PVC lubricant systems 
Processing aids 
Luminescent pigments 

Coatings and inks 
PVC pipe, siding & profiles 
Plastics 
Reflective coatings 
Safety & security 
applications 

BASF 
Clariant 
Eastman 

Electronic chemicals Ultra high-purity HF 
Inorganic acids 
Hi-purity solvents 

Semiconductors 
Photovoltaics 

Air Products 
Arch 
E. Merck 

Semiconductor materials and 
services 

Interconnect—dielectrics 
Interconnect-metals 
Semiconductor packaging 
materials 

Advanced polymers 
Sapphire substrates 
Anti-reflective coatings 
Thermo-couples 

Semiconductors 
Microelectronics 
T elecommunications 

BASF 
Brewer 
Dow Coming 
Foxconn 
Japan Energy 
Kyocera 
Shinko 

Catalysts, adsorbents and 
specialties 

Catalysts 
Molecular sieves 
Adsorbents 
Customer catalyst 
manufacturing 

Petroleum, refining, 
petrochemical, gas 
processing, and 
manufacturing industries 

Akzo Nobel 
Axens 
BASF 
Davison 
Grace 
Haldor 
Shell/Criterion 
Sud Chemie 

Process technology 
and equipment 

Technology licensing and 
engineering design of 
process units and systems 
Engineered products 
Proprietary equipment 
Training and development of 
technical personnel 

Petroleum refining, 
petrochemical, and 
gas processing 

ABB Lummus 
Axens 
BP/Amoco 
Exxon-Mobil 
Haldor 
Koch Glitsch 
Linde AG 
Lynara 
Shaw Group 
Shell/SGS 

Transportation Systems 

Our Transportation Systems segment is one of the leading manufacturers of engine boosting systems for passenger cars and 
commercial vehicles, as well as a leading provider of automotive care and braking products. 

Charge-air systems Turbochargers for gasoline 
and diesel engines 

Passenger car, truck and 
off-highway OEMs 
Engine manufacturers 
Aftermarket distributors and 
dealers 

Borg-Warner 
Holset 
IHI 
MHI 

Thermal systems Exhaust gas coolers 
Charge-air coolers 
Aluminum radiators 
Aluminum cooling modules 

Passenger car, truck and 
off-highway OEMs 
Engine manufacturers 
Aftermarket distributors and 
dealers 

Behr 
Modine 
Valeo 

Aftermarket filters, spark 
plugs, electronic 
components and car care 
products 

Oil, air, fuel, transmission 
and coolant filters 
PCV valves 
Spark plugs 
Wire and cable 
Antifreeze/coolant 
Windshield washer fluids 
Waxes, washes and 
specialty cleaners 

Automotive and heavy 
vehicle aftermarket 
channels, OEMs and 
Original Equipment 
Service Providers (OES) 

Auto supply retailers 
Specialty installers 
Mass merchandisers 

AC Delco 
Bosch 
Champion 
Mann & Hummel 
NGK 
Peak/Old World Industries 
Purolator 
STP/ArmorAll 
Turtle Wax 



Zerex/Valvoline 

Brake hard parts and other 
friction materials 

Disc brake pads and shoes 
Drum brake linings 
Brake blocks 
Disc and drum brake 
components 

Brake hydraulic components 
Brake fluid 
Aircraft brake linings 
Railway linings 

Automotive and heavy 
vehicle OEMs, OES, 
brake manufacturers and 
aftermarket channels 

Installers 
Railway and commercial/ 
military aircraft OEMs and 
brake manufacturers 

Advics 
Akebono 
Federal-Mogul 
ITT Corp 
JBI 
Nisshinbo 
TMD Friction 
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Aerospace Sales 

Our sales to aerospace customers were 35 percent of our total sales in each of 2007 and 2006 and 38 percent of our total sales in 
Se îSC7 2006 and 2005 ST'TT origina,1 ecluiPment manufacturers were 10,10 and 9 percent of our total 
sates m 2007,2006 and 2005, respectively. In addition, our sales to commercial aftermarket customers of aerospace products and 
services were 111 1 and 15 percent of our total sales in 2007,2006 and 2005, respectively! Our SiaceSS fSZ 
can be impacted by various industry and economic conditions. See "Item 1 A. Risk Factors." 
U.S. Government Sales 

lgn ^ ^ ProPosed changes in 2008 federal spending due principally to the varied mix of the government 
programs which impact us (OEM production, engineering development programs, aftermarket spares and repairs and overhaul 
STAs)iSsk Ssc -WIth 1,16 us-Goveran>ent are ***"to audits 

Backlog 

Our total backlog at December 31, 2007 and 2006 was $12,303 and $10,674 million, respectively We anticipate that 
approximately $9,155 million of the 2007 backlog will be filled in 2008. We believe that backlog is not necessarily a reliable 
option°r ° 6 because a substantial portion of the orders constituting this backlog may be canceled at the customer's 

Competition 

are,subJect to active competition in substantially all product and service areas. Competition is expected to continue in all 
g ographic regions. Competitive conditions vaiy widely among the thousands of products and services provided bv us and varv 
nLCpUnIT:HeP?nK1?f °")tre partlcular customer or market involved, our businesses compete on a variety of factors such as 
price, quality reliability, delivery, customer service, performance, applied technology, product innovation and product 

identity, service to customers and quality are generally important competitive factors for oufproducts and 
services, and 'here is considerable price competition. Other competitive factors for certain products include breadth of product 
line, research and development efforts and technical and managerial capability. While our competitive position varies among our 
nn^Hpr nf1 serv"|es'we believe we are a significant competitor in each of our major product and service classes However a 

r P i and serv,ces are sold m competition with those of a large number of other companies some of which have 
rant^ ̂ L nC1f /e • °urces f - technological capabilities. In addition, some of our products compete with the 
captive component divisions of original equipment manufacturers. 

International Operations 

fin TnJag Ad m manVfaccturing, sales> service and research and development mainly in the United States, Europe Canada, 
l n 1 H erica; U S- sports and foreign manufactured products are significant to our operations. U S exports comprised 10 11 and 10 percent of our total sales in 2007, 2006 and 2005, respectively. Foreign manufactured products an CcSv 
in Europe, were 39, 37 and 35 percent of our total sales in 2007,2006 and 2005, respectively ' y 

^^Pr?Xim^te'y.18 °^total 2007 sales of Aerospace-related products and services were exports of U.S. manufactured 
r sys'ems and Performance of services such as aircraft repair and overhaul. Exports were principally made to Europe 

'•FOre,8n ™nuto™1 "»> ami parfmice of saSsTomS ^ ' 



MS6SalCS'1116PrindpalmanUfaCtUringfECilitieS0utsideUS" 316inEur°Pe»withlesssignificant 

Approximately 2 percent of total 2007 sales of Automation and Control Solutions products were exports of U S manufactured 
Confrol^ri°»-lgn mfmf2?ture<* Products and performance of services accounted for 58 percent of total 2007 Automation and 
S^CanalSS Utb A^ericI manufactunng facilities outside the U.S. axe in Europe with less significant operations in 

18 perCe?t °ft?.tal 20®7 sales of Specialty Materials products and services were exports of U.S. manufactured 
products. Exports were principally made to Asia and Latin America. Foreign manufactured products and performance of services 
comprised 23 percent of total 2007 Specialty Materials sales. The principal manufacturing facilities outside the U S are in 
Europe, with less significant operations in Asia and Canada. 

Exports of U.S. manufactured products comprised 1 percent of total 2007 sales of Transportation Systems products Foreign 
C0U?tCK 70 pev?nt oftotal 2007 sales of Transportation Systems. The principa? manufacturing 

facilities outside the U.S. are in Europe, with less significant operations in Asia, Latin America and Canada. 
Financial information including net sales and long-lived assets related to geographic areas is included in Note 24 of Notes to 

Financial Statements in "Item 8. Financial Statements and Supplementary Data". Information regarding Ae economic ̂ political 
regulatory and other risks associated with international operations is included in "Item 1 A. Risk Factors." ' ' 
Raw Materials 

raW mat?iaI® USed in our operations are generally readily available. We experienced no significant problems in the 
raw anu COr? lties m 20?7- are not dependent on any one supplier for a material amount of our 
raw materials, except related to phenol a raw material used m our Specialty Materials segment. We purchase phenol under a 
supply agreement with one supplier. We have no reason to believe there is any material risk to this supply. 
m^inra^ora^P^?5!.ei!fent^n ?Ur suPP,iers.and subcontractors in order to meet commitments to our customers. In addition, many 
Z J d Product equipment items are procured or subcontracted on a sole-source basis with a number of domestic 

?• quaI!flcatlon and performance surveillance process to control risk associated with such 
difficult l !f i6!- eVC that sources of suPP!y for raw materials and components are generally adequate it is difficult to predict what effects shortages or price increases may have in the future. 

r3W mat®ria!s; including natural gas, benzene (the key component in phenol), ethylene and sulfur in our 
£1^17 business, steel, nickel, other metals and ethylene glycol in our Transportation Systems business, and nickel 
2007 r^in ?in °rT ̂ erospace business, have been and are expected to remain at high price levels. In addition, in 
2007 certain large long-term fixed supplier pnce agreements expired, primarily relating to components used by our Aerospace 
business, which m the aggregate, subjected us to higher volatility in certain component costs. We will continue to attempt to offset 
raw material cost increases with formula or long-term price agreements, price increases and hedging activities where feasible We 
Factera-ToTforthe^discussion0"386 ™ matenals Wl11 cause any material adverse impact during 2008. See "Item 1 A. Risk 

Patents, Trademarks, Licenses and Distribution Rights 
Our segments are not dependent upon any single patent or related group of patents, or any licenses or distribution rights We 
XS tn6118 ""f Cr'3 !e nUmber °f pat6ntS'patent aPP,ications and trademarks acquired over a period ofnSny years 
which relate to many of our products or improvements to those products and which are of importance to our business. From time 
to time, new patents and trademarks are obtained, and patent and trademark licenses and rights are acquired from others We also 
have distribution rights of vaiying terms for a number of products and services produced by other companies In our judgment 
SMS?IS £2Ee f<" C0"duC'of 0ur business'We beli™» » ̂ Vegatefthe rights Xo»?,ST trademarks and licenses 
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10 °P,erations'but we do not consider any patent, trademark or related group of patents, or anv 
iS &GSZ prodnc,•101to'°f'ta ™"°°»<« «j 

We have.registered trademarks for a number of our products and services, including Honeywell UOP Prestone FRAM 

Research and Development 

Environment 

WeZJZ 'd h  T m S°me A 0Ur,°Prr products>as h is with other companies engaged in similar businesses. 
J, by on^ c^moie retSatni^aven^'is^'tv^ Md disposal ofmany substances classified as hazardous or 

r^^L°c&,?LTVirKni!!enta!,requ^eineiltS> we ar,e subJect to tbe federal superfund and similar state and foreign laws and 
V?der whlch we have been designated as a potentially responsible party that may be liable for cleanup costs 

associated with current and former operating sites and various hazardous waste sites, some of which are on the U S 

§^3s^^S£SHESaBS*' 
Employees 

Stotes11^6 appr°ximately 122'000 employees at December 31,2007, of which approximately 57,000 were located in the United 



Item 1 A. Risk Factors 
Cautionary Statement about Forward-Looking Statements j — — » » » > "  »  « •  i r a i u — L i u u i u n g  a u u e m e n i s  

We have described manyofthe trends and other factors that drive our business and future results in "Item 7 Management's 
Discussion and Analysis of Financial Condition and Results of Operations", including the overv^v of KmmlSKSd. of 
our segments and the discussion of their respective economic and other factors and areas of focus for 2008 These sections and 

' A > » • » « "  w i t h i n t h e m « S i , r f s S a s  r f t a  

Forward-looking statements are those that address activities, events or developments that management intends exoects 
projecte, believes or anticipates will or may occur in the future. They are basedon mmTemSSSSlents in 
tight of past experience and trends, current conditions, expected future developments and other relevant factors. They are not 
guarantees of future performance, and actual results, developments and business decisions may differ significantly from those 

Sta.temeif - We d° n0t Undertake 10 update or revise any «7aKSS?3LstZSs 
Our forward lookuig statements are also subject to risks and uncertainties that can affect our performance in both the neai—and 
WhiH ' I6 forw^-looking statements should be considered in light of the information included in this Form 10-K, 
including, in particular, the factors discussed below. uus rorai 
Risk Factors 

Our business, operating results, cash flows and financial condition are subject to various risks and uncertainties including 
on,: °f which eo»,d ̂  

r^t? of °ur segments ^ impacted by general industry and economic conditions that can cause changes in 
spending and capital investment patterns, demand for our products and services and the level of our manufacturing cofts The 

0fr Aer0S.paCe which genera*ed 35 Percent of our consolidated reve^eTin2007^a^directiytied to 
the rebi^mt^^eC°n0mfiC Ci°k Vo"?' in,cIuding globaI demand for air travel as reflected in new aircraft production and/or 
the retirement of older aircraft, global flying hours, and business and general aviation aircraft utilization rates as well as sunnlier 
consolidation, factory transitions and capacity constraints, and the level and mix of U.S. GoveZSappS 
and space programs (as further discussed in other risk factors below). The challenging operating enviroZeKZ bv the 
ZZZwlS,™ mdrStry ,S eXfe,Cted 10 C0,Dtinue 311(1 ^ be influenced ^ a widevariety offectcTZlXg Scraft Ll 
prices, labor issues, airline consolidation, airline insolvencies, terrorism and safety concerns as well as changes in regulations 
S?LT?nS, actI0?s or Pand5™lc health issues could dramatically reduce both the demand for air travel and our Aerospace 

operating results of our Automation and Control Solutions (ACS) segment which gimerated 
501£tC0ns°lldated re,venues ® 2007, are impacted by the level of global residential and comZrcL constmS 

ixninZn Za if! upgrad?s)> caP"al spending on building and process automation, industrial plant capacity utilization and 
expansion, and global economic growth rates. Specialty Materials' operating results, which generated 14 percent of our 
rZ?ne and ^r^m,v2i00i7' fe'mpacted ty gl°bal economic growth rates, and capacity utilization for chemical, industrial 
efinmg and petrochemical plants. Transportation Systems' operating results, which generated 15 percent of our consolidated ' 

revenues m2007, are impacted by global production and demand for automobiles and trucks equipped with turbochargers 
regulatoiy changes regarding automobile and truck emissions and fuel economy, and consumer spending levels and patterns for 
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nfZ^S«^«^Ct"ati°mA"d the4ability°fkey suppers to meet quality and delivery requirements can increase the cost 
ofour products and services and impact our ability to meet commitments to customers. 

'S f kCy W*0" Products. particularly in our Specialty Materials (benzene (the key 
component m phenol), natural gas, ethylene and sulfur), Transportation Systems (nickel, steel, other metals and ethylene glycol) 

, ^mc o1' Ph""1™ and other metals) segments. Our inability to offset material price inflation through increased 
pnce WiA '—"V Mses 

°Pei?Ition? also highly dependent upon the delivery of materials (including raw materials) by outside 
38?y S Jv COmp°Tts ^d subsystems used in our products in a timely manner and in full compliance 
wift purchase order terms and conditions, quality standards, and applicable laws and regulations. We also depend in limited 
he M £2?^? suPPhers- D"1" suppliers may fail to perform according to specifications as and when required and we may 
be unable to identify alternate suppliers or to otherwise mitigate the consequences of their non-performance. The supply chains 

als°,b,e disrupted by external events such as natural disasters, pandemic health issues, terromt actions, 
act,ons. Our inability to fill our supply needs would jeopardize our ability to fulfill obligations 

government contracts, which could, in turn, result in reduced sales and profits, contract penalties or 
terminations, and damage to customer relationships. 

Acceptable margins? dependent Upon our ability t0 develoP new technologies that achieve market acceptance with 

SeS5pe?te in 8I°bal marke!S ^ fe characterized by rapidly changing technologies and evolving industiy 
standards. Accordingly, our future growth rate depends upon a number of factors, including our ability to (i) identify emerging 
adding hSn 5 /our®?d~markets, (ii) develop and maintain competitive products, (iii) enhance our products by 
adding innovative features that differentiate our products from those of our competitors, (iv) develop, manufacture and bring 
products to market quickly and cost effectively, and (v) develop and retain individuals with the requisite expertise 

Durability to develop new productsbased on technological innovation can affect our competitive position and requires the 
investment of significant resources. These development efforts divert resources from other potential investments in our 
mnmP?,Sinay n0t eav° thedeveloPmentof new technologies or products on a timely basis or that meet the needs of 
antJw?TL ̂  ̂  y t C°m,peu ,e offenngs' k? addition, the markets for our products may not develop or grow as we currently 
anticipate. The failure of our technologies or products to gain market acceptance due to more attractive offerings by our 
competitors could significantly reduce our revenues and adversely affect our competitive standing and prospects. 
n^0iTcnfo?Urfinte^eCt?al?r0pfrty is criticaJt0 our innovation efforts. We own or are licensed under a large number of U.S and 

5 aPpIVCatl°ns' trademarks and copyrights. Our intellectual property rights may be challenged, 
"™Sed "ge, uP°n hy third parties or we may be unable to maintain, renew or enter into new licenses of third party 
proprietary intellectiral property on commercially reasonable terms. In some non-U.S. countries, laws affecting intellectual 
CS application, which can affect the scope or enforceability of our patents and other intellectual 
P A"y of these events or factors could dimmish or cause us to lose the competitive advantages associated with our 
intellectual property subject us to judgments, penalties and significant litigation costs, and/or temporarily or permanently disrupt 
our sales and marketing of the affected products or services. pcniMiienuy uisrupi 
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An increasing percentage of our sales and operations is in non-U.S. jurisdictions and is subject to the economic, political, 
regulatory and other risks of international operations. 

Our international operations, including U.S. exports, comprise a growing proportion of our operating results and our strategy 
calls for increasing sales to and operations in overseas markets, including developing markets such as China, India and the Middle 
East. In 2007,49 percent of our total sales (including products manufactured in the U.S. and in international locations) were 
outside of the U.S. including 29 percent in Europe and 11 percent in Asia. Risks related to international operations include 
exchange control regulations, wage and price controls, employment regulations, foreign investment laws, import and trade 
restrictions (including embargoes), changes in regulations regarding transactions with state—owned enterprises, nationalization of 
private enterprises, government instability and our ability to hire and maintain qualified staff in these regions. The cost of 
compliance with increasingly complex and often conflicting regulations worldwide can also impair our flexibility in modifying 
product, marketing, pricing or other strategies for growing our businesses, as well as our ability to improve productivity and 
maintain acceptable operating margins. 

As we continue to grow our businesses internationally, our operating results could be increasingly effected by the relative 
strength of the European and Asian economies and the impact of exchange rate fluctuations. We do have a policy to reduce the 
risk of volatility through hedging activities, but such activities bear a financial cost and may not always be available to us and may 
not be successfiil in eliminating such volatility. 
We may be required to recognize impairment charges for our long-lived assets. 
At December 31,2007, the net carrying value of long-lived assets (property, plant and equipment, goodwill and other intangible 

assets) totaled approximately $15.7 billion. In accordance with generally accepted accounting principles, we periodically assess 
our long-lived assets to determine if they are impaired.. Significant negative industry or economic trends, disruptions to our 
business, unexpected significant changes or planned changes in use of the assets, divestitures and market capitalization declines 
may result in impairments to goodwill and other long-lived assets. Future impairment charges could significantly affect our 
results of operations in the periods recognized. Impairment charges would also reduce our consolidated shareowners' equity and 
increase our debt-to-total-capitalization ratio, which could negatively impact our access to the public debt and equity markets. 
A change in the level of U.S. Government defense and space funding or the mix ofprograms to which such funding is 
allocated could adversely impact sales ofAerospace's defense and space—related product and services. 
Sales of our defense and space—related products and services are largely dependent upon government budgets, particularly the 

U.S. defense budget. Sales as a prime contractor and subcontractor to the U.S. Department of Defense comprised approximately 
26 and 9 percent of Aerospace and total sales, respectively, for the year ended December 31, 2007. Although U.S. defense 
spending increased in 2007 and is expected to increase again in 2008, we cannot predict the extent to which funding for individual 
programs will be included, increased or reduced as part of the 2009 and subsequent budgets ultimately approved by Congress, or 
be included in the scope of separate supplemental appropriations. We also cannot predict the impact of potential changes in 
priorities due to military transformation and planning and/or the nature of war-related activity on existing, follow-on or 
replacement programs. A shift in defense or space spending to programs in which we do not participate and/or reductions in 
funding for or termination of existing programs could adversely impact our results of operations. 
As a supplier of military and other equipment to the U.S. Government, we are subject to unusual risks, such as the right of the 
U.S. Government to terminate contracts for convenience and to conduct audits and investigations of our operations and 
performance. 

In addition to normal business risks, companies like Honeywell that supply military and other equipment to the U.S. Government 
are subject to unusual risks, including dependence on 
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Congressional apjuopriations and administrative allotment of funds, changes in governmental procurement legislations and 
regulations and other policies that reflect military and political developments, significant changes in contract scheduling 
complexity of designs and the rapidity with which they become obsolete, necessity for constant design improvements intense 
competition lor U.S. Government business necessitating increases in time and investment for design and development difficulty 
or forecasting costs and schedules when bidding on developmental and highly sophisticated technical work, and other factors 
characteristic of the industry. Changes are customary over the life of U.S. Government contracts, particularly development 
contracts, and generally result in adjustments of contract prices. 
O^ontracts with the U.S. Government are subject to audits. Like many other government contractors, we have received audit 

reports that recommend downward price adjustments to certain contracts to comply with various government regulations We 
have made adjustments and paid voluntary refunds in appropriate cases and may do so in the future. 

U.S. Government contracts are subject to termination by the government, either for the convenience of the government or for our 
failure to perform under the applicable contract In the case of a termination for convenience, we are typically entitled to 
reimbursement for our allowable costs incurred, plus termination costs and a reasonable profit. If a contract is terminated by the 
government for our failure to perform we could be liable for additional costs incurred by the government in acquiring undelivered 
goods or services from any other source and any other damages suffered by the government. 

We are also subject to government investigations of business practices and compliance with government procurement 
regulations. If Honeywell or one of its businesses were charged with wrongdoing as a result of any such investigation or other 
government investigations (including violations of certain environmental or export laws), it could be suspended from bidding on 
or receiving awards of new government contracts, suspended from contract performance pending the completion of legal 
proceedings and/or have its export privileges suspended. The U.S. Government also reserves the right to debar a contractor from 
receiving new government contracts for fraudulent, criminal or other egregious misconduct Debarment generally does not exceed 
inree years. 

Changes in legislation or government regulations or policies can have a significant impact on our results of operations. 
The sales and margins of each of our segments are directly impacted by government regulations. Safety and performance 

regulations (including mandates of the Federal Aviation Administration and other similar international regulatory bodies requiring 
the installation of equipment on aircraft), product certification requirements and government procurement practices can impact 
Aerospace sales, research and development expenditures, operating costs and profitability. The demand for and cost of providing 
Automation and Control Solutions products, services and solutions can be impacted by fire, security, safety, health care 
enviommental and energy efficiency standards and regulations. Specialty Materials' results of operations can be affected by 
environmental (e.g. government regulation of fluoroearbons), safety and energy efficiency standards and regulations while 
— and energy efficiency standards and regulations can impact the demand for turbochargers in our Transportation Systems 

Completed acquisitions may not perform as anticipated or be integrated as planned, and divestitures may not occur as planned. 
We regularly review our portfolio of businesses and pursue growth through acquisitions and seek to divest non-core businesses 

We may not be able to complete transactions on favorable terms, on a timely basis or at all. In addition, our results of operations ' 
and cash flows may be adversely impacted by (i) the failure of acquired businesses to meet or exceed expected returns (ii) the 
discovery of unanticipated issues or liabilities, (iii) the failure to integrate acquired businesses into Honeywell on schedule and/or 
to achieve synergies in the planned amount or within the expected timeframe, and/or (iv) the inability to dispose of non-core 
assets and businesses on satisfactory terms and conditions and within the expected timeframe 



out of the coiductof™volve substantial amounts claimed) arising 
(including asbestos), prior acquisitions SSSSŜ SSSSS£SSŜ  f venu?T product ***** 
export matters and environmental, health and safety matters R^lutionTf tW^« P u'mtelectual Property, import and 
ultimate results or judgments are uncertain due to the inherent uncerSn^So^ a™^ Prolonged and costly, and the 
potential liabilities are subject to change over time due to new develnnmmtc • otber proceedings. Moreover, our 
evidentiaiy requirements, and we may be reauired to nav damaao ®'°P™ents> changes m settlement strategy or the impact of 
settlements, that could have a material advSse effect onour reS^Seratio Cwi °r bec°i1le to damage awards or 
maintain insurance for certain risks, the «ows financial condition. While we 
msured claims and liabilities. It also is not possible to obtahHmuran^o ! ? be adequafc to cover the total amount of all 
"Die incurrence of significant liabilities for which there is no or hScienHn!^ agamSt °Ur op?"tionaI risks and liabilities, 
of operations, cash flows, liquidity and financialcondhion msuffic,ent msurance coverage could adversely affect our results 

"1 • 77"" "1 """""'•> «r™.eri„, 

we mĵ a a 
substance releases and exposures. We have incurred remedial response and voluntf i 31113868 that may be caused by hazardous 
are a party to lawsuits and claims associated with environmentalsafet^ c,.e^~uP costs for site contamination and 
containing toxic substances. Additional lawsuitTcE including past production of products 
in the future. We are subject to various federal state local and foreign J? envir°nmer|ta' matters are likely to continue to arise 
materials into the environment or otherwSaS requirements regulating the discharge of 

substantial fines and criminal sanctions for violations and reauire installation If 0D^ Se s 3nd re8ulations can impose 

emissions and/or decrease the likelihood of accidental hazardouTsXtSce releLeseSuipment.°r operational changes to limit 

capital and operating costs to comply with these laws and remilatinnc ^o^ v i. m6urJ311 exPect f° continue to incur 

of policies, the discovery of previously unknown contamination or new terW?l^C^8f S ™ 3WS' relations and enforcement 

the imposition of new clean—up requirements or remedial technimips mnid • °r ln^ormal'on related to individual sites, or 

negative effect on our fmancial condition^or^ US * mCUr C°StS in the foture that would ^ a 

°Z rnSeS inClUde Significant COStS relatedto emPl°yee health and retiree health and income benefits. 

largely as a result of economic favors Sond ou^cSl' in certain ofthese ™sts, 
the rate of inflation. Continued increasing health-care costs and nhanuU • H increases m health care costs well in excess of 
income benefit expenses, may affect our future profitability.' changes ln other assumptions used to calculate retiree health and 

Additional tax expense or additional tax exposures could affect our future profitability 

tax liabilities are dependent^pon^edisl^u^ jurisdictions, and our domestic and international 
represented 26.4 percent of our 2007» tax expense 

expo,™ varicms eKimatra MSU]ipljons Mu(^g &ESX? 



could effect the valuation of our deferred tax assets. Our future results could be adversely affected by changes in the effective tax 
rate as a result of a change in the mix of earnings in countries with differing statutory tax rates, changes in the overall profitability 
of the Company, changes in tax legislation, changes in the valuation of deferred tax assets and liabilities, and continuing 
assessments of our tax exposures. 
Volatility of credit markets or macro—economic factors may increase our cost of financing 
Changes in U.S. and global financial and equity markets, including market disruptions, limited liquidity and interest rate 

fluctuations, may increase the cost of financing. In addition, our borrowing costs can be affected by short and long-term ratings 
assigned by independent rating agencies. A decrease in these ratings could increase our cost of borrowing. 

Item IB. Unresolved Staff Comments 
Not Applicable 

Item 2. Properties 
We have approximately 1,400 locations consisting of plants, research laboratories, sales offices and other facilities. Our 

headquarters and administrative complex is located at Morris Township, New Jersey. Our plants are generally located to serve 
large marketing areas and to provide accessibility to raw materials and labor pools. Our properties are generally maintained in 
good operating condition. Utilization of these plants may vary with sales to customers and other business conditions; however, no 
major operating facility is significantly idle. We own or lease warehouses, railroad cars, barges, automobiles, trucks, airplanes and 
materials handling and data processing equipment. We also lease space for administrative and sales staffs. Our properties and 
equipment are in good operating condition and are adequate for our present needs. We do not anticipate difficulty in renewing 
existing leases as they expire or in finding alternative facilities. 
Our principal plants, which are owned in fee unless otherwise indicated, are as follows: 

Aerospace 
Anniston, AL (leased) 
Glendale, AZ (leased) 

South Bend, IN 
Olathe, KS 

Urbana, OH 
Greer, SC 
Redmond, WA (leased) 
Toronto, Canada 
Raunheim, Germany 
Singapore (leased) 
Yeovil, UK (leased) 

Phoenix, AZ 
Tempe, AZ 
Tucson, AZ 
Torrance, CA 

Minneapolis, MN 
Plymouth, MN 

Rocky Mount, NC 
Albuquerque, NM 

Clearwater, FL 

Phoenix, AZ (leased) 
San Diego, CA (leased) 
Northford, CT 
Freeport, IL 

Automation and Control Solutions 
Golden Valley, MN 

Skaneateles Falls, NY (leased) 
Chihuahua, Mexico 
Juarez, Mexico 
(partially leased) 
Tijuana, Mexico 
(leased) 
Emmen, Netherlands 
Newhouse, Scotland 

Mosbach, Germany 
Neuss, Germany 

Schonaich, Germany 

Specialty Materials 
Mobile, AL 
Des Plaines, IL 
Metropolis, IL 
Baton Rouge, LA 

Geismar, LA 
Shreveport, LA 
Pottsville, PA 
Orange, TX 

Chesterfield, VA 

Colonial Heights, VA 
Hopewell, VA 
Spokane, WA 
Seelze, Germany 

15 



Stratford, Canada 
Shanghai, China 
Conde, France 

Transnortatinn SvstPm. 

Thaon—Les-V osges, France 
Glinde, Germany 

Waterford, Ireland 

Atessa, Italy 
Kodama, Japan 
Ansan, Korea 
(leased) 
Mexicali, Mexico (partially leased) 
Barcelona, Spain 

Item 3. Legal Proceedings 

Statement, in "torn 8. FinSiJ" Nott21 °f NoM » 

Eqytrpnpiept^ Matters Ipyplyinp Potential Monetary Sanctions in ff vCess nftmn nnn 

SS^W. 1: tove b«. made in 
<» on, cmtrolidatod financial SKSntooto^X^JSiSJStf be,°W ™"h»™<— «"«• '««* 

release of antimony pentachloride (which resuhfd .hleiSS a thf relate'ln P"t. to a release of chlorine, a 
Baton Rouge facility that weSeSect ̂  ^d ̂ p oyee exposure to hydrofluoric acid at the 
which Honeywell will pav a fine of $250 000 and i.. i r. ^ settlement has been reached with LADEQ under 
of approximately of $630,000 In December 2007 ̂ he United States CT* D r P? Environmental Projects for a total cost 
to theDepartment ofJusticeAthetoSSSSS Hoi™^f? d,dns related t0 ̂ incidents 
discuss resolving these claims. cPanmem OI Just,ce s re1uest, Honeywell has signed a tollmg agreement while the parties 

ESSTCSB! » behalf of the Arizona Depmtaent of 
violations. ADEQ's most significant allegations have been di smi c^ d ™ .^uur?d disclosures, as well as unrelated environmental 

Df^nmen. in July 2006 with reaped to varioo, 

corrective «& preventive H<meyWe" be"CVeS " ^ "^"^K 

Item 4. Submission of Matters to a Vote of Security Holders 
Not Applicable. 



Executive Officers of the Registrant 
Die executive officers of Honeywell, listed as follows, are elected annually by the Board of Directors. There are no family 

relationships among them. } 

Name, Age, 
Date First 
Elected an 

Executive Officer 
David M. Cote (a), 55 

2002 

Adriane M. Brown, 49 
2005 

Dr. Nance K. Dicciani, 60 
2001 

Roger Fradin, 54 
2004 

Robert J. Gillette, 47 
2001 

David J. Anderson, 58 
2003 

Larry E. Kittelberger, 59 
2001 

Peter M. Kreindler, 62 
1992 

Mark R. James, 46 
2007 

Business Experience 
Chairman of the Board and Chief Executive Officer since July 2002. President and 
Chief Executive Officer from February 2002 to June 2002. Chairman 0f the 
Board, President and Chief Executive Officer of TRW (manufacturer of aerospace 
and automotive products) from August 2001 to February 2002. 

President and Chief Executive Officer Transportation Systems since January 2005. 
Vice President and General Manager of Engine Systems & Accessories from 
September 2001 to December 2004. 

President and Chief Executive Officer Specialty Materials since November 2001. 

President and Chief Executive Officer Automation and Control Solutions since 
January 2004. President of Automation and Control Products from June 2002 to 
December 2003. President and Chief Executive Officer of Security and Fire 
Solutions from February 2000 to May 2002. 

President and Chief Executive Officer Aerospace since January 2005. President 
and Chief Executive Officer Transportation Systems from July 2001 to December 
2004. 

Senior Vice President pd Chief Financial Officer since June 2003. Senior Vice 
President and Chief Financial Officer of ITT Industries (global manufacturing 
company) from December 1999 to June 2003. 

Senior Vice President Technology and Operations since October 2006. Senior 
Vice President Administration and Chief Information Officer from August 2001 
to October 2006. 

Senior Vice President and General Counsel since January 1992. 

Senior Vice President Human Resources and Communications since November 
2007. Vice President of Human Resources and Communications for Aerospace 
from October 2004 to November 2007. Vice President of Human Resources for 
Aerospace Electronic Systems from March 2001 to October 2004. 

(a) Also a Director. 
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Part II. 
Item 5. Market for Registrant's Common Equity, Related Stockholder 

Matters and Issuer Purchases of Equity Securities 
Market and dividend information for Honeywell's common stock is included in Note 26 of Notes to Financial Statements in 

"Item 8. Financial Statements and Supplementary Data." 
The number of record holders of our common stock at December 31,2007 was 69,767. 
The following table summarizes Honeywell's purchases of its common stock, par value $1 per share, for the quarter ending 

December 31,2007, under its previously reported $3 billion authorized share repurchase program. Honeywell purchased a total of 
74,235,000 shares of common stock in 2007: 

Issuer Purchases of Equity Securities 

(a) (b) 

Period 
November 2007 
December 2007 

Total 
Number of 

Shares 
Purchased 

2,500,000 
1,000,000 

Average 
Price Paid 
per Share 

59.58 
54.64 

(c) 
Total 

Number of 
Shares 

Purchased as 
Part of Publicly 

Announced 
Plans or 

Programs 
2,500,000 
1,000,000 

(d) 
Approximate 

Dollar Value of 
Shares that 
May Yet be 

Purchased Under 
Plans or 

Programs 
(Dollars in 
millions) 

2,777 
2,723 

Honeywell intends to repurchase outstanding shares from time to time in the open market using cash flow generated by 
operations. The amount and timing of repurchases may vary depending on market conditions and the level of other investing 
activities. 
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Performance Graph / 

u, *e rers „ Standard * 
am equally weighted basis (the "Composite Index") The selection a^d S A T Industrial Conglomerates indices, on 
Composite Index was deemed appropriate in light of the fact that Aerospace Mid Defense component of the 
approximately 50% of our aggregate segment nrofit nvpr thp met n. Aerospace segment has accounted for, on average 
Industrial Conglomerates component of the Composite Index reflertif the°<W ^ £ears"7116 selection and weighting of the 
conducted by Honeywell and their contribution to our overall segment profits ^ramnaTph^8Vf?^VeroSpaCe businesses 

m the graph are based on the assumption that $100 had heen invfct«./t; u The annual changes for the five-year period shown 
and that all dividends were reinSd ^ mVeSted ln stock and each index on December 31,2002 

300 

MP 500 

Composite Index 

2004 2005 

Dec 2003 Dec 2004 Dec 2005 Dee2Q08 

155.01 168.71 207,00 

142.69 149.70 173.34 

151.80 160.99 188.18 
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HONEYWELL INTERNATIONAL INC. 
Item 6. Selected Financial Data 

2007 
Years Ended December 31, 

2006 2005 2004 2003 

Results of Operations 
Net sales 
Income (loss) from continuing operations 
Per Common Share 
Earnings (loss) from continuing operations: 
Basic 
Assuming dilution 
Dividends 
Financial Position at Year-End 
Property, plant and equipment—net 
Total assets 
Short-term debt 
Long-term debt 
Total debt 
Shareowners' equity(l) 

34,589 
2,444 

3.20 
3.16 
1.00 

4,985 
33,805 

2,238 
5,419 
7,657 
9,222 

(Dollars in millions, except per share amounts) 

$ 31,367 
2,078 

2.53 
2.51 

0.9075 

4,797 
30,941 

1,154 
3,909 
5,063 
9,720 

27,652 
1,564 

1.85 
1.84 

0.825 

4,658 
31,633 
2,024 
3,082 
5,106 

10,762 

25,593 
1,246 

1.45 
1.45 
0.75 

4,331 
30,570 

1,204 
4,069 
5,273 

10,777 

23,095 
1,309 

1.52 
1.52 
0.75 

4,295 
28,767 

199 
4,961 
5,160 

10,289 

(1) 5^ - «»• •'"-A-

Hem 7. Management's Discussion and Analysis of Financial Condition and 
Results of Operations 

CONSOLIDATED RESULTS OF OPERATIONS 
Net Sales 

2007 2006 

Net sales 
% change compared with prior year 

The change in net sales in 2007 and 2006 is attributable to the following: 

2005 
(Dollars in millions) 

$ 34,589 $ 31,367 $ 27,652 
10 % 13 % 

Price 
Volume 
Foreign Exchange 
Acquisitions/Divestitures 

2007 
Versus 
2006 

1 % 
6 
2 

1 

1 0 %  

A discussion of net sales by segment can be found in the Review of Business Segments section of this MD&A 
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2006 
Versus 
2005 

1 % 

6 

6 

13 % 



Cost of Products and Services Sold 

2007 2006 2005 
(Dollars in millions) 

Cost of products and services sold $ 26,300 $ 24,096 $ 21,524 
Gross margin % 24.0 % 23.2 % 22.2 % 

Gross margin increased by 0.8 of a percentage point in 2007 compared with 2006 primarily due to (i) higher margins in our 
specialty Materials segment of 1.0 percentage point mainly due to the continued growth of UOP, (ii) higher margins in our 
Aerospace segment of 0.8 of a percentage point mainly resulting from sales volume growth, increased prices and productivity 
savings, and (111) lower pension and other post retirement benefits expense of 0.3 of a percentage point, which were partially offset 
by lower margins m our Transportation Systems segment of 1.0 percentage point primarily attributable to lower Consumer 
Products Group ( CPG ) sales volume and operational planning and production issues. 

Gross margin increased by 1 percentage point in 2006 compared with 2005 due primarily to higher margins in our Specialty 
Materials segment following our acquisition of full ownership of UOP (1.3 percentage points), and lower pension and other 
point3 ment benefits exPense of 0 5 of a percentage point, partially offset by higher repositioning costs of 0.2 of a percentage 

For further discussion of segment results, see "Review of Business Segments". 
Selling, General and Administrative Expenses 

2007 2006 2005 
(Dollars in millions) 

Selling, general and administrative expenses $ 4,565 $ 4,210 $ 3 707 
Percent of sales 13.2% 13.4% 13.4% 

Selling general and administrative expenses (SG&A) as a percentage of sales decreased by 0.2 of a percentage point in 2007 
compared with 2006. SG&A as a percentage of sales decreased in all of our segments primarily due to the benefits from cost 
savings initiatives and the positive impact of prior repositioning actions. A reduction of 0.1 of a percentage point from lower 
pension and other post retirement benefits expense was offset by higher repositioning costs. 

SG&A as a percentage of sales was flat in 2006 compared with 2005 due primarily to a reduction in expenses in our Aerospace 
/ A o^nt' ™bich re,Ve<;t,s tbe benefit of Prior restructuring actions, offsetting higher expenses in Automation and Control Solutions 
(ACS) and Specialty Materials as a result of acquisitions. A reduction of repositioning and pension costs of 0.2 of a percentage 
point offset the 0.2 of a percentage point increase for expenses of $77 million relating to stock-based compensation expense 
following the adoption of FAS No. 123R (see Note 20 to the financial statements). 
Other (Income)/Expense 

Gain on sale of non-strategic businesses and assets 
Equity (income)/loss of affiliated companies 
Interest income 
Foreign exchange 
Other (net) 

Total 

Other income decreased by $58 million, or 52 percent in 2007 compared to 2006 primarily as a result of lower interest income 
rates10 mtmst rCCe °n 3 favorable tex settlement in 2006 and higher foreign exchange losses due to changes in exchange 
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2007 2006 2005 
(Dollars in millions) 

$ (19) $ (30) $ (36) 
(10) (13) (134) 
(81) (94) (84) 
34 18 21 
23 8 2 

$ (53) $ (111) $ (231) 



<° 2«« to to . S121 million mdnojon in 
2005. primarily related to UOP, following our acquisition of full ownership of UOP in November 

Interest and Other Financial Charges 

2007 2006 2005 

Interest and other financial charges „ (Dollars in millions) 
% change compared with prior year ^ <>/ ^ 0 ^ ^ 

2W COn",ared 10 2006 "d s iD ^omprnod with 

Tax Expense 

2<>07 2006 2005 
Tax expense (Dollars in millions) 
Effective tax rate ^ g ^ 22® $ 732 

tax benefit on ex^ort^Vles'partfaHy offsefbyfdecrefsem1 ̂ SeovCTll^teSd 2°°ff'^7 principal'y t0^he expiration of the 
benefit for the domestic manufacturing deduction and the favnZlZlflw foreign effective tax rate, an increase in the tax 
lower than the statutory rate of 35 percemdu^ of certain tax audits. The effective tax rate was 
planning strategies. P benefits denved from lower foreign taxes and benefits from tax 

one-time tax clmg^oftl^Tmlnion for forrraafrfation of foreim b0inPared W,ith 200^ due principally to the absence of the 2005 
in part, by $64 million of tax benefits associated with the 2005 sf"e o^u/lnd^S fwT™ Jobs, Cr,eaLtion Act of2004, offset, 
than book basis. In addition, in 2006, there were benefits recotniVed fi-Z £?T 1 M 3X bu?lneSS w,hlch had a higher ^ basis 
tax charge for an up-front licensing of ceS°f'Bertain t3X 3UditS offset * a 
statutory rate of 35 percent due in nart to tax benefit* c development. The effective tax rate was lower than the 
planning strategies.See Nme 6 to ^ and benefits from tax 
reconciliation. information on taxes, including a detailed effective tax rate 

regarding previously filed* taxZum^ cimS^SdCTiSlifbyvaK^FeSST StoteSdf °UtCTe °f tax Positions taken 
may be finalized in the foreseeable future The Company belfevZZt it . foreign tax authorities, several of which 
Which could materially impact the results ^ °f 

Income From Continuing Operations 

(Dollars in millions, except 

^tonom^opcml™ j 2«4 TlUT' . , 
Earnings per share of common stock—assuming dilution $ 3 16 $ ' * ,564 

a^creaseTn sfgSJent profn7m?sVs1S^ J"200/ compared with 2006 primarily rel'af s to 
of shares outstanding due to the previously announced stock renurctZZZ™ Control Solutions), a reduction in the number 
expense, partially offset by increased repositioning costs. program, and lower pension and other post retirement 
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an| increase in silent COmpared with,2®05 primarily relates to 
full ownership ofUOP in Specialty Materials reduced o J ' income generated from our acquisition of 
outstanding due to the previously announced stock repurchase nroeram h™ 3nd 3 r^duct'on ™ number of shares 
("Share-Based Payment") for stock-baTedS5S2K?eSSS? °53d?PtinS PAS No. 123R 
one-time tax charge of $155 million for the repatriation offSm SLTuX addib°n»m 2005 there was a 
decreased earnings and earnings per share in 2005. earnings under the American Jobs Creation Act of2004, which 
For further discussion of segment results, see "Review of Business Segments". 

Income From Discontinued Operations 

of the Indalex business whichwS'sdd 2 Feb^^^OO^toSra^pSl^IiSSs6 Inc"^ " 2°°6 relateS l° the operatinS resu,ts 
BUSINESS OVERVIEW 

and Control Solutions, Specialty Mat^ridT^d TrMspombon^ys'temsrinTludfn^the136131'118 Stegments (Aerospace, Automation 

pS.^r^vS, bCl0W """ respcc'*° ^ °f <" OP*™"* •>» consolidated opending reatlts a™ 

Global economic growth rates (US, Europe and emerging regions); 

cK! SStSpTtCl" ei>Ui>,ma" ™1 Market sales and the mi* of Automation and 

Themen, tt, which cos, savings from pmductivity actions am able to offset or exceed the impact of material and notnnaterial 

The impact of the pension discount rate on pension expense; and 

The impact of changes in foreign cunency exchange rate, particularly the US dollar-Euro exchange rate 

Areas of Focus for 2008 8 

The areas of focus for 2008, which are generally applicable to each of our operating segments, include: 

Driving profitable growth by building innovative products that address customer needs; 

on emerging regions in Chiria"°ll^ capability through global expansion, especially focused 

Continuing to grow through disciplined acquisition and rigorous integration processes; 

"*inCreaSCS WiA f™la Md ,0ng te™ fixed P-e agreements, price increases and 

Driving free cash flow through increased net i 
rno^iW^Se^ 
increased dividend payments; 8 retUm V3,Ue t0 shareholders th™gh share repurchases a 

investment 
and 
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r Operating System (HpS), Functional Transfonnation and Velocity Product Development 
SSL Ty- WeJ^ork'increase 31141 reduce the costs of product manufacturing, reduce coste and 

administratlve functions and improve business operations through investments in systems and 
pruccss improvements, 

* «SS8aSK2 expe'Lef^id118 ***iaCWeA for asbestos and environmental matters, pension and other post-retirement 

• Achieving productivity savings and price increases to offset inflation. 
Review of Business Segments 

Net Sales 
Aerospace 
Automation and Control Solutions 
Specialty Materials 
Transportation Systems 
Corporate 

Segment Profit 
Aerospace 
Automation and Control Solutions 
Specialty Materials 
Transportation Systems 
Corporate 

Segment profit 
Other income (expense) 
Interest and other financial charges 
Stock option expense(l) 
Pension and other postretirement benefits (expense)(l) 
Repositioning and other charges(l) 

Income from continuing operations before taxes 

$ 12,236 
12,478 
4,866 
5,009 

$ 34,589 

(Dollars in millions) 

$ 11,124 
11,020 
4,631 
4,592 

$ 31,367 

$ 10,496 
9,416 
3,234 
4,505 

1 

$ 27,652 

2,197 $ 1,892 $ 1,676 
1,405 1,223 1,065 

658 568 257 
583 574 557 

(189) (177) (173) 

4,654 $ 4,080 $ 3,382 

taxes follows: 

2007 2006 2005 
(Dollars in millions) 

$ 4,654 $ 4,080 $ 3,382 
53 111 231 

(456) (374) (356) 
(65) (77) — 

(322) (459) (561) 
(543 ) (483) (400) 

$ 3,321 $ 2,798 $ 2,296 

(1) Amounts included in cost of products and services sold and selling, general and administrative expenses. 
Aerospace 
Overview 

Aerospace is a leading global supplier of aircraft engines, avionics, and related products and services for aircraft manufacturers 
wrf'airc 0Perators, military services, and defense and space contractors. Our Aerospace products and services include 

engl/ieS' enVlr0T?enutal control systems> engine controls, flight safety, communications, 
j aircraft lighting management and technical services, advanced systems and 

(f/ and brakes and repair and overhaul services. Aerospace sells its products to original equipment (OE) 
manufacturers in the air transport, regional, business and general aviation aircraft segments, and provides spare parts and repair 
and maintenance services for the aftermarket H H repair 
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Aerospace operating results are principally driven by: 

repair services fofaSS^ratlyTnure" product,on>88 wel1 as the demand for spare parts and maintenance and 

' ^ bmi"m md O™- «*•*» ^ M wel, „ 

• Level and mix of U.S. Govern™, appmpri,lions for defenee aod space pmgmms and miltay activity; am, 

• Availability and price volatility of raw maieriala anch a. limn™, and Cher meah. 
Results of Operations 

Net sales 
% change compared with prior year 
Segment profit 
% change compared with prior year 

Aerospace sales by major customer end-markets were as follows: 

2007 2006 2005 
(Dollars in millions) 

$ 12,236 $ 11,124 $ 10,496 
1 0 %  6% 

$ 10,496 

$ 2,197 $ 1,892 $ 1,676 
1 6 %  13 % 

$ 1,676 

Customer End-Markets 

Commercial: 
Air transport and regional original equipment 
Air transport and regional aftermarket 
Business and general aviation original equipment 
Business and general aviation aftermarket 
Defense and Space 

Total 

2007 

16% 
22 
11 
10 
41 

100% 

% of Aerospace 
Sales 

2006 

16% 
22 
12 
10 
40 

% Change in 
Sales 

2005 

100% 

15% 
23 
1 1  
10 
41 

100% 

2007 2006 
Versus Versus 
2006 2005 

10% 14% 
8 4 

16 16 
16 1 
8 3 

10% 6% 

net increase in sales by customed en'd-marketsfor^o?h^2007nand2006eareaVfoflows:an^ ^ reSpec,ivel:y' Detai,s re8"ding the net i 

salel'$- tlT!r8 t0 a ,more than 5 Percent increase in global flying hours which mnVp6* 6^ Pufe partS and maintenance sales of upgrades and retrofits of avionics equipment'* meet^TttiS rgula^Sda?desant,Cipated deCHne in the 

business jet enSd market as'evldenced bVm tocreasYinnewTusiiesSet dd? ̂  2°% dif l° continued demand in the 

LhSS,'h,gh de°"°d in"ac,ion" t,1mttlwZtr11 
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consisted of sales of Primus Epic integrated avionics systems and the TFE 731 and HTF 7000 engines. 

• Business and general aviation aftermarket sales increased by 16 percent in 2007 and 1 percent in 2006. The 2007 increase was 
primarily due to increased revenue under maintenance service agreements and higher sales of spare parts. The 2006 increase 
over 2005 was primarily due to higher sales of spare parts and increased maintenance activity resulting in part from higher 
engine utilization, partially offset by lower sales of mandated upgrades and retrofits of avionics equipment required in 2005 to 
meet certain mandated regulatory standards. 

• Defense and space sales increased by 8 percent in 2007 and 3 percent in 2006. The 2007 increase was primarily due to, higher 
sales of surface systems, a 2 percent positive impact of the acquisition of Dimensions International (a defense logistics 
business) and an increase in space sales, including engineering activity relating to the Orion (CEV) program. The 2006 increase 
oyer 2005 was primarily due to higher sales of surface systems and sales of spare parts for helicopters that offset lower volume 
of space sales due to delays in project funding. 

Aerospace segment profit increased by 16 percent in 2007 compared to 2006 due primarily to sales volume growth, increased 
pnces and productivity, partially offset by inflation. 
Segment profit increased by 13 percent in 2006 compared with 2005 due primarily to sales volume growth, increased prices and 

productivity sayings (including benefits from prior restructuring actions) that were partially offset by inflation and the impact of 
stronger OE sales that typically have lower margins than aftermarket sales. 
2008 Areas of Focus 
Aerospace's primary areas of focus for 2008 include: 

Continuing to grow the sales and profitability of the commercial aerospace aftermarket in the highly competitive and cost 
focused airline industry, 

• Securing Honeywell product content on new aircraft platforms; 

Continuing to design equipment that enhances the safety, performance and durability of aerospace and defense equipment 
while reducing weight and operating costs; 

• Developing differentiated, affordable products and services for the defense and space end-market; and 

• Delivering world—class customer service and enhancing the customer service experience. 
Automation and Control Solutions (ACS) 
Overview 

ACS provides innovative solutions that make homes, buildings, industrial sites, airport facilities and infrastructure more 
efficient, safe ana comfortable. Our ACS products and services include controls for heating, cooling, indoor air quality, 
ventilation, humidification, lighting and home automation; advanced software applications for home/building control and 
optimization, sensors, switches, control systems and instruments for measuring pressure, air flow, temperature and electrical 
current, security, fire and gas detection; access control; video surveillance; remote patient monitoring systems; products for 
automatic identification and data collection, installation, maintenance and upgrades of systems that keep buildings safe 
comfortable and productive; and automation and control solutions for industrial plants, including advanced software and 
automation systems that integrate, control and monitor complex processes in many types of industrial settings. 
Economic and Other Factors 

ACS's operating results are principally driven by: 

• The growth of global commercial construction (including retrofits and upgrades); 

• Demand for residential security and environmental control retrofits and upgrades; 
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• Industrial production; 

• U.S. and European economic conditions; 

• Economic growth rates in emerging markets; 

• The strength of capital spending on process (including petrochemical and refining) and building automation; and 

Changes to energy, fire, security, health care, safety and environmental concerns and regulations. 
Results of Operations 

2007 2006 2005 
(Dollars in millions) 

$ 12,478 $ 11,020 $ 9,416 
13 % 1 7 %  

$ 1,405 $ 1,223 $ 1,065 
15 % 15 % 

Net sales 
% change compared with prior year 
Segment profit 
% change compared with prior year 

r,^ S^S^creased.b.y.13 Percent in 2007 compared with 2006, including 4 percent favorable impact of foreign exchange and 
net growth from acquisitions and divestitures of 2 percent cxuionge ana 

• Sales in our Products businesses grew by 11 percent, driven by (i) increased sales of security products primarily due to growth 
r European distribution sales and emerging markets, (ii) continued strong demand for life safety products 

and (in) introduction of new environmental and combustion control products. 

our Solutions businesses increased by 17 percent with growth in all regions, driven by energy retrofit and refining 
w ,,nfrastructure expansion, continued growth in orders and conversion to sales from our order bacldog 

as well as the favorable impact of foreign exchange. 
divestimres by 17 perCent in 2006 comPared with 2005- including 7 percent net impact from acquisitions and 

' by ,9/erCen;;n our ProchJcts businesses, due to 11 percent net impact from acquisitions and divestitures, as well as 
f • , neAY Products m our security and life safety products and increased sales to customers in emerging markets for environmental, combustion, sensing and control products. S 8 

* fr^Snnr°L!r wX busi.n?sses ^rcased by 14 percent driven by continued strong orders growth, strong conversion to sales 
from our order backlog and increased sales in emerging markets and strong revenue from energy projects and 3 percent net 
impact from acquisitions net of divestitures. aim j percent nei 

Sales from acquisitions, net of divestitures, increased by 7 percent in 2006 compared with 2005, largely representing revenues 
t ff th ~us'nesses ?™jLt02^9VAR (Prir«arily environmental, combustion, building controls and life safety 

products) for the first quarter of 2006, Zellweger (gas detection) for the first two quarters of 2006 and revenues from our 
Gardmer Groupe (security distribution) and First Technology (gas detection) acquisitions in the last three quarters of2006 

ACS segment profit increased by 15 percent in 2007 compared with 2006 principally due to increased Products and Solutions 
sales volume and productivity savings, partially offset by inflation. We continue to experience a change in mix resulting from 
stronger sales growth m our Solutions businesses that historically have lower margins than our Products businesses 

ACS segment profit increased by 15 percent in 2006 compared with 2005 due principally to increased sales volume and 
productivity savings (including net integration savings from our acquisitions) that more than offset continued inflation Segment 
profit was also negatively impacted in 2006 by a contract loss experienced on a Building Solutions project and by ERP 
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2008 Areas of Focus 
ACS's primary areas of focus for 2008 include: 

• Extending technology leadership: lowest total installed cost and integrated product solutions; 

• Defending and extending our installed base through customer productivity and globalization; 

• Sustaining strong brand recognition through our brand and channel mamgrniPTit-

Centralization and standardization of global software development capabilities; 

• Acquisition execution and integration; and 

• Continuing to establish emerging markets presence and capability. 
Specialty Materials 
Overview 

JSS? Mat,TaIS .devel0ps manufactures high-purity, high-quality and high-performance chemicals and materials for 
pphcations in the automotive, healthcare, agricultural, packaging, carpet fibers, refrigeration, appliance, housing semiconducto: 

wax and adhesives segments. Specialty Materials also provides process technology, products and services for the 'netroleum 
f^Jr° Specj,alty Materials' product portfolio includes fluorocarbons, caprolactam, 

S 5 L ™ ^ c u s , < m i z e d  r e s r a r e h  c h c m i e d s  ™ d  

Economic and Other Factors 
Specialty Materials operating results are principally driven by: 

• Level of investment in refining and petrochemical capacity, utilization and/or expansion, 

• Degree of pricing volatility in raw materials such as benzene (the key component in phenol), natural gas, ethylene and sulfur; 

• Impact of environmental and energy efficiency regulations; 

• Extent of change in order rates from global semiconductor customers; 

• Global demand for non-ozone depleting Hydro fluorocarbons (HFC's); and 

• Condition of the US residential housing industry. 
Results of Operations 

2007 2006 2005 2005 

Net sales 
% change compared with prior year 
Segment profit 
% change compared with prior year 

$ 4,866 
5% 

(Dollars in millions) 
$ 4,631 $ 3,234 

43 % 
$ 568 $ 257 

121 % 
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Organic growth was 7 percent in 2006 primarily due to higher volume and prices. Organic sales in our Fluorine Products 
business increased by 9 percent due to continued strong demand for non— ozone depleting HFC products, and organic growth in 
our Resins and Chemicals business was 4 percent, primarily due to price increases to recover increased raw material costs. Both of 
these businesses experienced lower sales growth in the fourth quarter of 2006 due to the slowdown in the US residential housing 
industry. Our Resins and Chemicals business was also negatively impacted by a partial facility outage in the second half of2006. 
Specialty Products organic sales increased by 10 percent due to higher sales to our customers in the semiconductor indnstiy and 
increased sales of our specialty additives and our advanced fiber body armor. In 2005, organic sales increased by 4 percent, 
largely as a result of higher prices of 7 percent primarily in our Resins and Chemicals and Fluorine businesses, offsetting lower 
volumes in Specialty Products businesses. 
Sales from acquisitions, net of divestitures grew by 36 percent in 2006 compared to 2005. This was due to a 44 percent growth in 

sales from UOP, which was consolidated into the Specialty Materials segment following our acquisition of the remaining 50 
percent interest in UOP in November 2005. Prior to that date, UOP results were included in other income. UOP sales have grown 
due to continued strength in the petrochemical and refining industries. This growth was offset by the loss of sales of 8 percent 
principally from the divestiture of our Industrial Wax and North American Nylon Fiber businesses. 

Specialty Materials segment profit increased by 16 percent in 2007 compared with 2006 principally due to increased UOP and 
Specialty Products sales partially offset by the decline in Fluorine Products sales as a result of the factors discussed above. 
Additionally, the effects of increased pricing and productivity more than offset raw material and other cost inflation. 

Specialty Materials segment profit increased by 121 percent in 2006 compared with 2005 due principally to the impact of the 
UOP acquisition, net of divestitures, and increased organic growth and productivity savings (net of the lost margin from the partial 
facility outage). Price increases (including benefits from formula based pricing contracts) offset the impact of continued inflation 
m raw material costs. 
2008 Areas of Focus 

Specialty Materials primary areas of focus for 2008 include: 

• Improving plant operational performance; 

• Increasing resources and market penetration in emerging regions; 

• Developing new products that address energy efficiency, renewable energy sources, global warming and security regulations; 

• Increasing product differentiation; 

• Continued contract wins and development of new process technologies and products in the petrochemical and refining 
industries; and 

• Achieving productivity savings and pricing actions to offset inflation. 
Transportation Systems 
Overview 

Transportation Systems provides automotive products that improve the performance, efficiency, and appearance of cars, trucks, 
and other vehicles through state-of-the-art technologies, world class brands and global solutions to customers' needs. 
Transportation Systems' products include turbochargers and charge—air and thermal systems; car care products including 
anti-freeze (Prestone(R)), filters (Fram(R)), spark plugs (Autolite(R)), and cleaners, waxes and additives (Holts(R)); and brake 
hard parts and other friction materials (fiendix(R) and Jurid(R)). Transportation Systems sells its products to OE automotive and 
truck manufacturers (e.g., BMW, Caterpillar, Daimler, Renault, Ford, and Volkswagen), wholesalers and distributors and through 
the retail aftermarket. 
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Economic and Other Factors 
Transportation Systems operating results are principally driven by: 

• Global demand for automobile and truck production; 

• Diesel penetration rates for new engine platforms; 

• Global consumer preferences for boosted diesel passenger cars; 

• Degree of volatility in raw material prices, including nickel and steel; 

• Changes in consumer spending for automotive aftermarket and car care products; and 

• Regulations mandating lower emissions and improved fuel economy. 
Results of Operations 

2007 2006 2005 
(Dollars in millions) 

^etsales $ 5,009 $ 4,592 $ 4,505 
% change compared with prior year 9 % 2 % 
Segment profit $ 5g3 $ 574 ° $ 557 
% change compared with prior year 2 % 3 % 

Transportation Systems sales increased 9 percent in 2007 compared with 2006, primarily due to the 5 percent favorable impact 
of foreign exchange and increased Turbo Technologies sales volume. p 

' increfed by 12 Prirnarily due t0 the favorable impact of foreign exchange and strong sales 
to European light vehicle manufacturers, resulting from increased production and diesel penetration rates, as well as sales 
mSufectoers " Platfoims by111686 customers, partially offset by lower sales to commercial vehicle engine 

• Consumer Products Group ("CPG") sales increased by 4 percent primarily due to the favorable impact of foreign exchange and 
higher prices (primarily to pa^ through ethylene glycol cost increases). This higher pricing was offset by lower sales volume 
primarily due to continued softness in the US automotive aftermarket. ' 

sakrSrbrioSwe!eCPGasaleinCreaSed 2 ™ 2°°6 compared with 2005> Primarily due t0 leased Turbo Technologies 

• Turbo Technologies sales increased by 6 percent primarily due to new product introductions in Europe and Asia, a slight 
increase m diesel penetration in Europe and relatively flat sales in the U.S. 

' ZS,w!eS decreasedby 4 p6rc611t 38 a result of reduced consumer spending in North America on automotive aftermarket 
products and our exit from the North America Friction Materials OE business. 

Transportation System segment profit increased by 2 percent in 2007 compared with 2006 primarily due to increased 
productivity increased prices and lower warranty expense partially offset by the impact of inflation (primarily relating to nickel 
components), investment m product development to support future Turbo platforms, costs associated with CPG product 
introductions and CPG operational planning and production issues. 
Transportation Systems segment profit increased by 3 percent in 2006 compared with 2005 due primarily to increased Turbo 

mpfpria °aglHSi ^ fi3? Product,v,ty 8aving8 including the benefits of prior year restructuring actions, which offset higher 
material and labor inflation and increased warranty expense. 
2008 Areas of Focus 

Transportation Systems primary areas of focus in 2008 include: 

• Sustaining superior turbocharger technology through successfiil platform launches; 
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Increasing global penetration and share of diesel and gasoline turbocharger OEM demand; 

Further global expansion and extension of established strong product brands in CPG; and 

Addressing CPG operational planning and production issues. 

Repositioning and Other Charges 

A summary of repositioning and other charges follows: 

Years Ended December 31, 

Severance j 
Asset impairments 
Exit costs 
Reserve adjustments 

Total net repositioning charge 

Asbestos related litigation charges, net of insurance 
Probable and reasonably estimable environmental liabilities 
Business impairment charges 

Arbitration award related to phenol supply agreement 
Other 

Total net repositioning and other charges 5 

classification"8 ***** SUmmarizeS the Pretax distribution of total net repositioning and other charges by income statement 

2007 2006 2005 
(Dollars in millions) 

186 $ 102 $ 248 
14 15 5 
9 7 14 

(18) (22) (25) 

191 102 242 
100 126 10 
225 210 186 

9 12 23 
— (18) (67) 
18 51 18 

543 $ 483 $ 412 

Years Ended December 31, 
2007 2006 2005 

Cost of products and services sold 
Selling, general and administrative expenses 
Other (income) expense 

(Dollars in millions) 
495 $ 472 $ 
48 11 

$ 543 $ 483 $ 

The following tables provide details of the pretax impact of total net repositioning and other charges by segment. 

357 
43 
12 

412 

Years Ended December 31, 
2007 2006 2005 

Aerospace 
Net repositioning charge 

(Dollars in millions) 

37 $ 10 $ 96 

Years Ended December 31, 
2007 2006 2005 

Automation and Control Solutions 
Net repositioning charge 
Other 

(Dollars in millions) 

127 $ 39 $ 84 
1 

$ 127 $ 39 $ 85 
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Years Ended December 31, 

Specialty Materials 
Net repositioning charge 
Business impairment charges 
Arbitration award related to phenol supply agreement 
Other 

Transportation Systems 
Net repositioning charge 
Asbestos related litigation charges, net of insurance 
Other 

2007 2006 2005 
(Dollars in millions) 

. $ 5 $ 11 $ 14 
9 12 23 

— (18 ) (67 ) 
-  ( 4 )  

$ 14 $ 5 $ (34) 

Years Ended December 31, 
2007 2006 2005 

(Dollars in millions) 

$ 19 $ 32 $ 49 
100 261 31 

— , 2 

$ 119 $ 293 $ 82 

Corporate 
Net repositioning charge 
Asbestos related litigation charges, net of insurance 
Probable and reasonably estimable environmental liabilities 
Other 

2007 2006 2005 
(Dollars in millions) 

3 $ 10 $ (i ) 
~ (135) (21 ) 

225 210 186 
18 51 19 

$ 246 $ 136 $ 183 

for severe eosts related workforce 

Also, $18 million of previouslTestS7d accmaU nZi wu, T Aut0matl0n ^Control Solutions and Aerospace segments, 
segments, werereturEo toSta20OTXjK?dSS Lm™"al°»Transports,™ Systems and Aerospace 

the to fewer employee sepmtta U»n originally pied assumed pr°8""nS "d 

separations than originali/plannedSSS ,0 

of S^Er?'-6; r-rcosB rehKd <° 
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paid to an outside service provider as part of an outsourcing arrangement which were refunded to Honeywell. 
These repositioning actions are expected to generate incremental pretax savings of approximately $100 million in 2008 

compared with 2007 principally from planned workforce reductions. Cash expenditures for severance and other exit costs 
necessary to execute our repositioning actions were $92, $142 and $171 million in 2007,2006 and 2005, respectively. Such 
expenditures for severance and other exit costs have been funded principally through operating cash flows. Cash expenditures for 
severance and other exit costs necessary to execute the remaining actions will approximate $150 million in 2008 and will be 
funded through operating cash flows. 

In 2007, we recognized a charge of $225 million for environmental liabilities deemed probable and reasonably estimable during 
the year. We recognized asbestos related litigation charges, net of insurance, of $100 million which are discussed in Note 21 to the 
financial statements. We recognized other charges of $18 million for a business sales tax related to a prior divestiture ($8 million) 
and for contemplated settlements of certain legal matters ($10 million). We also recognized impairment charges of $9 million 
related to the write-down of property, plant and equipment held for sale in our Specialty Materials segment. 

In 2006, we recognized a charge of $210 million for environmental liabilities deemed probable and reasonably estimable during 
the year. We recognized asbestos related litigation charges, net of insurance, of $126 million which are discussed in Note 21 to the 
financial statements. We recognized other charges of $51 million related to our Corporate segment primarily for the settlement of 
a property damage claim litigation matter in Brunswick, GA and our entrance into a plea agreement related to an environmental 
matter at our Baton Rouge, LA. facility. We recognized impairment charges of $12 million related to the write—down of property, 
plant and equipment held for sale in our Specialty Materials segment. We also recognized a credit of $18 million in connection 
with an arbitration award for overcharges by a supplier of phenol to our Specialty Materials business for 2005 transactions. 

In 2005, we recognized a charge of $186 million for environmental liabilities deemed probable and reasonably estimable during 
the year. We recognized asbestos related litigation charges, net of insurance, of $10 million which are discussed in Note 21 to the 
financial statements. We recognized a credit of $67 million in connection with an arbitration award for overcharges by a supplier 
of phenol to our Specialty Materials business from June 2003 through the end of 2004. We recognized impairment charges of $23 
million related to the write-down of property, plant and equipment held and used in our Specialty Materials segment. We also 
recognized other charges of $18 million principally related to the modification of a lease agreement for the Corporate 
headquarters facility ($10 million) and for various legal settlements ($7 million). 
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LIQUIDITY AND CAPITAL RESOURCES 
addition to^u/avaSXc^S casb flo™s a.s *e primary source of liquidity. In 
abiliw^sdftrT111610'31 Paper market> Ion8~tenn borrowings andSessto themblic dehl6 CTmi"ed credit lines' short-term 
ability to sell trade accounts receivables. We continue to balance « pubhc debt and equity markets, as well as the 
core bumm, acquiation activily, ehare Id dSiS 0m",eh toves">e„' i" <"* existing 
Cash Flow Summary 

the years ended DecemEub^2006 aTd^SarS^S ^ ConsoIidated Statement of Cash Flows for 

Operating activities 
Investing activities 
Financing activities 
Effect of exchange rate changes on cash 

Net increase/(decrease) in cash and cash equivalents 

2007 2006 2005 
(Dollars in millions) 

$ 3,911 
0,782) 
0,574) 

50 

$ 3,211 $ 
(614) 

(2,649) 
42 

2,442 
(2,010) 
(2,716) 

(68) 

$ 605 $  00)  $  (2,352) 

earnings, an increase in accrued liabilities"?^ mLon?DrimariN '2°°7 ctomp?red with 2006 primarily due to increased 
as well as customer advances and deferred in^mel a $55 &A:0mpe.nsatl0n».benefits and other employee related accruals 
deferred income tax expense of $118 million ScrewedSSfS" repos'd°ning payments partially offset by decreased 
inventory and accounts payable). Cash provided by operating activitiesinr!^/fh$2Lmil%>a (accounts and other receivables 
pnmanly due to increased earnings, lower cash payments fof asEofnf m,lll0n du™g 2006 compared to 2005 
insurance receivable, an increase in customer adv^e?an?HpW^° , miIbon> receipt of $100 million from the sale of an 
receipt of an arbitration award relating to Specialty Material's nnrri»iinC<fl?e/?et0f acquisitions) of $115 million, and $93 million 
from th?C1?b fS ?Ct °f tax receivables), inventory and accounts payable)?! capitaI usa8e (accounts and 
from the sale of a long-term receivable), higher cash tax navments Aw rl ^63 million (including proceeds of $58 million 
postretirement payments of $154 million. (net of tax receipts) of $236 million and higher pension and 
frtfih .«» — J r * . • ... 

forJchquS?n?anS 2007 compared with 2006 due primarily to higher spending 
tn'fcfiri pn.?anIy Dimensions International, Enraf Holding B V Hand Held^pp°^ac^ul®Itl0ns> °cit of cash acquired was $1,150 to $633 million in 2006, primarily for our acquisitions of Firsf TVrh™i • ,^ a s' Inc> and Maxon Corporation compared 

divestitures was $51 million in the 2007 cnmnl?d t? ««/< • Technologies and Gardiner Groupe. Sale proceeds from mpared 

for $425 million, First Technology Safety & Analysis busings (FTSA) for^"??^ d"6 Ix 'he-,Sale of Indalex in February 2006 
Technology Automotive Business in December 2006 for $90 million ra=h ,mf ln May 2^06 and the sale of First 
million during 2006 compared with 2005 due primarily to lmJIl! ^ r Investln8 activities decreased by $1 396 
$285 million from m^sonnvcsZlTscl^s7 a«!uisiti<™> P^lly offset by lowerprocS of 

million increase in?e7proreedffro^ 2006 primarily due to a $2,620 
cash used for payment of debt assumed with acquisifio?sTndanin?P«P^ T'borrowings), a $306 million redaction in 
related to stock option exercises of $207 million- partially offs^bv inrr?^ proceeds fr°m issuance of common stock primarily 
Cash used for financing activities decreased by $67 million durine^OoTcn^nTrpH^on?568 of c.?mmon st°<* of $2,090 million, 
of debt assumed with acquisition of $356 million compared 2005, pnmanly due to a reduction for payment 
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increased net proceeds from debt of $258 million, and increased proceeds from issuance of common stock primarily related to 
stock option exercises of $229 million, offset by increase in repurchases of common stock of $763 million and increased dividend 
payments. 
Liquidity 

Each of our businesses is focused on implementing strategies to improve working capital turnover in 2008 to increase operating 
cash flows. Considering the current economic environment in which each of our businesses operate and our business plans and 
strategies, including our focus on growth, cost reduction and productivity initiatives, we believe that our cash balances and 
operating cash flows will remain our principal source of liquidity. In addition to our available cash and operating cash flows, 
additional sources of liquidity include committed credit lines, short term debt from the commercial paper markets, long-term 
borrowings, and access to the public debt and equity markets, as well as our ability to sell trade accounts receivables. 
A source of liquidity is our ability to issue short—term debt in the commercial paper market. Commercial paper notes are sold at 

a discount and have a maturity of not more than 270 days from date of issuance. Borrowings under the commercial paper program 
are available for general corporate purposes as well as for financing potential acquisitions. There was $1,756 million of 
commercial paper outstanding at December 31,2007. 

Our ability to access the commercial paper market, and the related cost of these borrowings, is affected by the strength of our 
credit ratings and our $3.0 billion of committed bank revolving credit facilities (Revolving Credit Facilities). Our credit ratings are 
periodically reviewed by the major independent debt-rating agencies. In 2007, Standard and Poor's, Fitch's and Moody's Rating 
Services affirmed their corporate ratings on our long-term debt of A and A+ and A2 respectively, and short-term debt of A-l, F1 
and P-l respectively, and maintained Honeywell's ratings outlook as "stable". 

In March 2007, the Company issued $400 million of 5.30% Senior Notes due 2017 and $600 million 5.70% Senior Notes due 
2037 (collectively, the "Notes"). The Notes are senior unsecured and unsubordinated obligations of Honeywell and rank equally 
with all of Honeywell's existing and future senior unsecured debt and senior to all Honeywell's subordinated debt. The offering 
resulted in gross proceeds of $1 billion, offset by $12 million in discount and issuance costs. Proceeds from the Notes were used 
to repay commercial paper and debt. 

In May 2007 Honeywell entered into a $2.8 billion Amended and Restated Five-Year Credit Agreement ("Credit Agreement") 
with a syndicate of banks. Commitments under the Credit Agreement can be increased pursuant to the terms of the Credit 
Agreement to an aggregated amount not to exceed $3.5 billion. This credit facility contains a $700 million sub-limit for the 
issuance of letters of credit. The Credit Agreement is maintained for general corporate purposes, including support for the 
issuance of commercial paper and replaces the previous $2.3 billion five year credit agreement dated April 27,2006 ("Prior 
Agreement"). At December 31, 2007, there were no borrowings or letters of credit issued under the credit facility. The Credit 
Agreement does not restrict Honeywell's ability to pay dividends, nor does it contain financial covenants. 
In July 2007, the Company issued $500 million Floating Rate Senior Notes due 2009 and $400 million 5.625% Senior Notes due 

2012 (collectively, the "Senior Notes"). The Senior Notes are senior unsecured and unsubordinated obligations of Honeywell and 
rank equally with all of Honeywell's existing and future senior unsecured debt and senior to all Honeywell's subordinated debt. 
The offering resulted in gross proceeds of $900 million, offset by $3 million in discount and issuance costs. Proceeds from the 
Senior Notes were used to repay commercial paper. 

We also have a current shelf registration statement filed with the Securities and Exchange Commission under which we may 
issue additional debt securities, common stock and preferred stock that may be offered in one or more offerings on terms to be 
determined at the time of the offering. Net proceeds of any offering would be used for general corporate purposes, including 
repayment of existing indebtedness, capital expenditures and acquisitions. 

We also sell interests in designated pools of trade accounts receivables to third parties. The sold receivables were 
over-collateralized by $101 million at December 31,2007 and we retain a 
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ftSSTlli2a,i0"85 7" tr '***»* 
retained interests in the receivables are reflected at the amounts J^PPS? t K anPr^vl°ys y sold receivables are collected. The 

Specifically, we expect our primary cash requirements in 2008 to be as follows: 

nSacemeST̂ Si "pc°d"urcs2008 P™""1* '<" fPowth> 

' deb' ™"urito'to 200S-We "*"•10 ™We 

' *"» time to time in the open mrtet principally 

' M°toSS'd? °" =*«"»?°f'«>™of»Percent in 

re^sitioning8»ctiinsSwin St̂ SHtSS SI 50 mmion "°" °X" C0!tS neces3ary 10 exccu,e the remaining 

flow coSJKjiS to ZeS SSMStSKd 7 »"» SM,e8ie f". mmtet position, profit and cash 
investment. We identify ntSSKSdSsTf """a™11 mosl bene(" f™ i"ereased 

Ssraasss 25^^'2S5SSCSSFIS5^^,:=bS5s;^^ 
regtilatoty constraints. In 2007, we realized J51 ntillioS in cash pSedsg"i;SL°^.7r°g°frL'ai0" ***« K 

f^s^scsj^^ssffl&rs^^to'i "W rh ?ows wi"be sufr,ciM * ™« °» 
sell trade acconnts receivables' prSe K' * *" publlc debl and «I»«y markets as well as onr ability to 
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°1shoTt~tem andlong-term liquidity to fund current operations, debt maturities and future investment 
3i paf™ce-we 110 no,be,iCTe •"* °™ ̂  

Contractual Obligations and Probable Liability Payments 

Following is a summary of our significant contractual obligations and probable liability payments at December 31,2007: 

Payments by Period 

Long-term debt, including capitalized 
leases(l) 

Minimum operating lease payments 
Purchase obligations® 
Estimated environmental liability payments® 
Asbestos related liability payments® 
Asbestos insurance recoveries® 

Total 2008 
2009-
2010 

2011-
2012 Thereafter 

(Dollars in millions) 

$ 5,837 $ 418 $ 2,145 $ 934 $ 2,340 
1,185 327 397 197 264 
2,357 913 690 401 353 

799 300 350 100 49 
1,655 244 900 400 111 

(1,136) (44) (88) (88) (916) 

$ 10,697 $ 2,158 $ 4,394 $ 1,944 $ 2,201 

(1) Assumes all long-term debt is outstanding until scheduled maturity. 

(2> expected requirements^ ^ Vari°US Ve"d°rS in the n°rmaI COurse of business and are consistent with our 

(3) ^7007 'c thVable °"ly re^ct the environmental liabilities which are probable and reasonably estimable as 
of December 31,2007. See Env.ronmental Matters in Note 21 to the financial statements for additional Smatio™ 

JlSrrr6 est™a'e.s of asbestos related cash payments for NARCO and Bendix based on our asbestos related 
l i a b i l i t i e s  w h i c h  a r e  p r o b a b l e  a n d  r e a s o n a b l y  e s t i m a b l e  a s  o f  D e c e m b e r  3 1  2 0 0 7  m a p p o  +  l .  
the «», ,ni conditions, indnding evideedly re,d« , spSSin 
principle and pursuant to Trust Distribution Procedures. Bendix payments are based on our estimate of nendine and future 
thanmtL«P°JeC-in? HUtUrJ eventi !? scubject 10 many uncertainties that could cause asbestos liabilities to be higher or lower 
than those projected and recorded. See Asbestos Matters in Note 21 to the financial statements for additional information. 

(5) lî 7ZntSrrSent Pr°b?ble insurance recoveries through 2018 based on our insurance recoveries that are deemed 
as °f 1Decenbe'::mi-see **— m-» »21 - * « 

The table excludes $666 million of uncertain tax positions. See Note 6 to the financial statements. 
tL eJS«8alS0nXCl"deS 0UIr,Pc?nsi0n.and ?ther Postretirement benefits (OPEB) obligations. We made voluntary contributions of 
$42 and $68 million to our U.S. pension plans in 2007 and 2006, respectively. Future plan contributions^ 
ySKIKf Th and a«»»l plan as*. returns „eSS with lexSd pK«ra of 

percent in 2008 and beyond, and that interest rates remain constant, we would not be required to make anv contributions to nnr 
U.S. pension plans to satisfy minimum statutory funding requirements for the foreseeable future We expect to make voluntary 

contributions t°/?40 mF°n to our U S" Plans in 2008 for government contracting SporesWeTxlcui maTe 
to bo fiand.d • T non"US- Plans°f approximately $125 million in 2008. Payments due under our OPEB plans are not Juried 
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from the Medicare prescription subsidy. See Note 22 to the financial statements for further discussion of our pension and OPEB 

Off-Balance Sheet Arrangements 
Following is a summary of our off-balance sheet arrangements: 

Guarantees We have issued or are a party to the following direct and indirect guarantees at December 31,2007: 

Maximum 
Potential 
Future 

Payments 
(Dollars in 
millions) 

Operating lease residual values j 39 

Other third parties' financing 4 

Unconsolidated affiliates' financing 3 

Customer financing 23 

$ 69 

position orhquidityb31 ̂  gUanUlteeS wi" have a material adverse effect on our consolidated results of operations, financial 

In connection with the disposition of certain businesses mid facilities we have indemnified the purchasers for the expected cost 
of remediation of environmental contamination, if any, existing on the date of disposition. Such expected costs are accrued when 
environmental assessments are made or remedial efforts are probable and the costo can be reasonably esdmated f Factore* Pools of Trade /Accounts Receivables—As a source of liquidity, we sell interests in designated 
pools of trade accounts receivables to third parties. The sold receivables ($500 million at December 31 2007) are 
« ^ WCietr,a suboJdjnated interest in the pool of receivables representing that over-collateralization as well 

f f ,ntere?t ™ ^5 balance of the receivables pools. The over-collateralization provides credit support to the 
J A? n'y mit™g tbo11" losses in the event that a portion of the receivables sold becomes 

mmollectible. At December 31,2007, our retained subordmated and undivided interests at risk were $ 101 and $721 million 
respectively. Based on the underlying credit quality of the receivables placed into the designated pools of receivables being sold 

" r i , k t o v e • , n a , C T i i J = < » * < < » " » o l i d « e d  '  

Environmental Matters 

i°er°US ^ederal' state' lowland foreign government requirements relating to the protection of the environment. 
We believe that, as a general matter, our policies, practices and procedures are properly designed to prevent unreasonable risk of 
environmental damage and personal injury and that our handling, manufacture, use and disposal of hazardous or toxic substances 

environmental and safety laws and regulations. However, mainly because of past operations and operations 
of predecessor companies, we, like other companies engaged in similar businesses, have incurred remedial response and voluntary 
cleanup costs for site contamination and are a party to lawsuits and claims associated with environmental and safety matters 

^ttersnfreSy0to Additional lawsuits' claims and costs Solving environmental 

r®sP®.ct t0 environmental matters involving site contamination, we continually conduct studies, individually or jointly with 
L t0 de.te™me toe feasibility of various remedial techniques to address environmental matters. 

ri?« ,fmancia'statements) to record appropriate liabilities for environmental matters when remedial 
eSate ofX PfyHfie? are P, a"d ^ cos,ts can be reasonably estimated. Such liabilities are based on our best 
?:s,o.2„ ,o "mediai work-71,5 recrated ™ 
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legal i"foJn!?tion becomes available. Given the uncertainties regarding die status of laws regulations enforcement 

agrcStnhh™gSpSiSPr°Val °f'C'e™°P l"°Je<:1!-eXeCUti0n limefc™ie °f ™>cdial techniques to bo urilSdL 

cleanup pay"1™48 were $267, $264 and $247 million in 2007,2006 and 2005 resoectivelv 
andare currently estimated to be approximately $300 million in 2008. We expect to fond such expenditures fromopeSgc^h 

a S e 2 0 W a l r S S v e l ? 1 , ^  W W C T e  $ - 2 3 0 ' $ 2 1 0  ™ d 5 1 8 6  m i l l i o n  i n  2 0 0 7 , 2 0 0 6  
' ~P . , 2007 and 2006, the recorded liabilities for environmental matters was $799 and $811 

m i r i i m 211112006 we incuired operating costs for ongoing businesses of approximately $81 and 
$101 million, respectively, relating to compliance with environmental regulations. approximately $81 and 

Although we do not currently possess sufficient information to reasonably estimate the amounts of liabilities to be remrrimt im™ 
^ShZZSSZS* StUdWSu hJTi0a 01 se"lements, and neither the timing nor the amortoTSeuSScosts isocTatedvdfo 

be d*™d> tey co«ld be material to our consolidated results of operationsoperSnTcih flSs 
m the periods recognized or paid. However, considenng our past experience and existing reserves we do not exnert that 
envttonmental mates will have a material adverse eff&t on out consolidated 

env7™S'̂ ^5«ri?Ss jtodiSa,S>i0° °f'™d contingencies, including fltose ml,ted to 
Financial Instruments 

gl?bal °?erating ®??d dancing activities, we are exposed to market risks from changes in interest and foreien 

statements SUmmaiy of our accountmg P°hcies for derivative financial instruments is included in Note 1 to the financial 

We conduct our business on a multinational basis in a wide variety of foreign currencies. Our exDOSure to market risk fmm 
changes m foreign currency exchange rates arises from international financing activities between subsidiaries foreien cnrrenev 

««• ¥>" ml anticipated impactions arising 

toFeh^leei bIhT16?18' includmg derivatives, expose us to counterparty credit risk for nonperformance and to market risk related 

ass^asgSSsssssase • 7 7— """ vmutttwutu uojuhs wiiu signmcani experience 
impact of market risk on the fair value and expected future cash flows of 
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restrict the use of derivative finMriaHm^ changes in interest and currency exchange rates and 

inmedSeTĴ t!̂  maSLTlheTô l̂T1"611̂  °n 3hyPothetical 

exchange rate sensitive instruments based on a 10 percent weakenin^fSls ̂ £,8 cljan&ln fair value for foreign 
across all maturities, and the potential change in KakeofSS lc?al currency exchange rates 
decrease in the price of the underlying commodity*aJSTalf^^^ ™ a 20 percent 

Face or 
Notional 
Amount 

December 31,2007 
Interest Rate Sensitive Instruments 
Long-term debt (including current maturities) 
Interest rate swap agreements 
Foreign Exchange Rate Sensitive Instruments 
Foreign currency exchange contracts(2) 
Commodity Price Sensitive Instruments 
Forward commodity contracts(3) 
December 31,2006 
Interest Rate Sensitive Instruments 
Long-term debt (including current maturities) 
Interest rate swap agreements 
Foreign Exchange Rate Sensitive Instruments 
Foreign currency exchange contracts(2) 
Commodity Price Sensitive Instruments 
Forward commodity contracts(3). 

Carrying 
Valued) 

Fair 
Valued) 

(Dollars in millions) 

300 

3,295 

8 

$ (4,329) 
700 

(5,837) 
20 

$ (5,928) 
20 

2,572 

60 

$ (4,332) 
3 

(9) 

$ (4,521) 
3 

(9) 

Estimated 
Increase 

(Decrease) 
In Fair 
Value 

$ (281) 
(45) 

12 

( 1 )  

$ (194) 
(31) 

8 

(10) 

(1) Asset or (liability). 

(2) uC,tof"„'gn£gSSg,°';SfySLtLen"h'nge 0fta "r » *' <«' '-l». »' c„h flow, of 

m 0CoSi'5 COm °Ks" * "»«« » 1" flows of underlying hedged 

results m the future may differ materially from these estimated rewh«T «« c"tain adv«se market conditions occur. Actual 
The meibeds used by „s u> assess ,„d nriiigsie risk disenssed sb.ve should no, be'loSeS^jeciK?'ntls""'1'''* 
CRITICAL ACCOUNTING POLICIES 

ucoepied uoeornriing pri^pfe, is teed o. 
of matters that are inherently uncertain. We consider the accounting nniw! 311(1 assumPtions about the effects 
our financial statements. Actual results could differ from our estimates and astuW A l° be C?ti,cal t0 the understanding of 
material to our consolidated financial statements estimates and assumptions, and any such differences could be 

Board ofDirec^ policies with the Audit Committee of our 
material impact on our accountants. New accounting standards effective in 2007 which had a 
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consolidated financial statements are described in the Recent Accounting Pronouncements section in Note 1 to the financial 
statements. 

Contingent Liabilities—We are subject to a number of lawsuits, investigations and claims (some of which involve substantial 
dollar amounts) that arise out of the conduct of our global business operations or those of previously owned entities. These 
contingencies primarily relate to product liabilities (including asbestos), contractual matters, and environmental, health and safety 
matters. We recognize a liability for any contingency that is probable of occurrence and reasonably estimable. We continually 
assess the likelihood of any adverse judgments or outcomes to our contingencies, as well as potential amounts or ranges of 
probable losses, and recognize a liability, if any, for these contingencies based on a careful analysis of each matter with the 
assistance of outside legal counsel and, if applicable, other experts. Such analysis includes making judgments concerning matters 
such as the costs associated with environmental matters, the outcome of negotiations, the number and cost of pending and future 
asbestos claims, and the impact of evidentiary requirements. Because most contingencies are resolved over long periods of time, 
liabilities may change in the future due to new developments (including new discovery of fact, changes in legislation and 
outcomes of similar cases through the judicial system), changes in assumptions or changes in our settlement strategy. For a 
discussion of our contingencies related to environmental, asbestos and other matters, including management's judgment applied in 
the recognition and measurement of specific liabilities, see Notes 1 and 21 to the financial statements. 
Asbestos Related Contingencies and Insurance Recoveries—We are a defendant in personal injury actions related to products 

containing asbestos (refractory and friction products). We recognize a liability for any asbestos related contingency that is 
probable of occurrence and reasonably estimable. Regarding North American Refractories Company (NARCO) asbestos related 
claims, we accrue for pending claims based on terms and conditions, including evidentiary requirements, in definitive agreements 
or agreements in principle with current claimants. We also accrued for the probable value of future NARCO asbestos related 
claims through 2018 based on the disease criteria and payment values contained in the NARCO trust as described in Note 21 to 
the financial statements. In light of the inherent uncertainties in making long term projections regarding claims filing rates and 
disease manifestation, we do not believe that we have a reasonable basis for estimating NARCO asbestos claims beyond 2018 
under Statement of Financial Accounting Standards No. 5, "Accounting for Contingencies" (SFAS No. 5). Regarding Bendix 
asbestos related claims, we accrue for the estimated value of pending claims based on expected claim resolution values and 
historic dismissal rates. Since the fourth quarter of2006, we also accrue for the estimated cost of future anticipated claims related 
to Bendix for the next five years based on our assessment of additional claims that may be brought against us and anticipated 
resolution values in the tort system. In December 2006, we also changed our methodology for valuing Bendix pending and future 
claims from using average resolution values for the previous five years to using average resolution values for the previous two 
years. The claims filing experience and resolution data for Bendix related claims has become more reliable over the past several 
years. Accordingly, in the fourth quarter of 2007, we updated our methodology for valuing Bendix pending and future claims 
using the average resolution values for the past three years. We will continue to updated the expected resolution values used to 
estimate the cost of pending and future Bendix claims during the fourth quarter each year. For additional information see Note 21 
to the financial statements. We continually assess the likelihood of any adverse judgments or outcomes to our contingencies, as 
well as potential ranges of probable losses and recognize a liability, if any, for these contingencies based on an analysis of each 
individual issue with the assistance of outside legal counsel and, if applicable, other experts. 

In connection with the recognition of liabilities for asbestos related matters, we record asbestos related insurance recoveries that 
are deemed probable. In assessing the probability of insurance recovery, we make judgments concerning insurance coverage that 
we believe are reasonable and consistent with our historical experience with our insurers, our knowledge of any pertinent solvency 
issues surrounding insurers, various judicial determinations relevant to our insurance programs and our consideration of the 
impacts of any settlements with our insurers. At December 31,2007, we have recorded insurance receivables of $939 million that 
can be specifically allocated to NARCO related asbestos liabilities. We also have $1.9 billion in coverage remaining for Bendix 
related asbestos 
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statements. mtoimation on all our major actuarial assumption is included in Note 22 to the financial 

Used in d™"°>ke °" 2007•20M "*2005 - P-*» «P™tc for ou, U.S. pto. hcludad tha 

2007 
6.0 % 

2006 2005 
5.75 % 5.875 % 

Discount rate 
Assets: 
Expected rate of return „ 
Actual rate of return '* ,9 % '* 

y /O 14 % Q 0/ 
Actual 10 year average annual compounded rate of return 9 o/o 10 0/ ,00/° 

s^jTa^SRSssssraa 
rate at December 31,2007 and loss amortization in 2007 The net losses at DecemWti ™nV plans..due t0,a higher discount 
each year in the discount rate for the Deriod 2002 through ?onfi nnH frnm *** . ™ > 2007 principally result from the decline 

nT™ lFira"'5'1 Af"?«i»e Stitdarda No. 87. "^ploym Ac^glXa^-^A™!^!^ ° 

due,0 cha"8es" m"expecKd""of reI™ ™ <"» -« -
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highlights the sensitivity of our U.S. pension obligations and expense to changes in these assumptions, assuming all other 
assumptions remain constant: 

Impact on Annual 
Change in Assumption Pension Expense Impact on PBO 

0.25 percentage point decrease in discount rate Increase $50 million Increase $314 million 
0.25 percentage point increase in discount rate Decrease $50 million Decrease $309 million 
0.25 percentage point decrease in expected rate of return on 
assets Increase $30 million — 
0.25 percentage point increase in expected rate of return on 
assets Decrease $30 million — 
The sensitivities above regarding changes in the discount rate are applicable only when there are unrecognized losses outside of 

the corridor subject to amortization over a six-year period. At December 31,2007, there were no losses outside of the corridor 
subject to amortization in our U.S. plans. In the future, if the discount rate were to increase from the current rate of 6.50 percent 
there would not be a significant change to annual pension expense. Only if the discount rate were to decrease to 6.25% would the 
sensitivities described in the table be applicable. 

Net periodic pension expense for our pension plans is expected to be approximately $30 million in 2008, a $148 million decrease 
from 2007 due principally to a decrease in the amortization of net losses in our U.S . plans. The decline in the amortization of net 
losses results principally from an increase in the discount rate at December 31,2007 and actual plan asset returns higher than the 
expected rate of return in 2004 and 2006. 

In 2007,2006 and 2005 we were not required to make a contribution to satisfy minimum statutory funding requirements in our 
U.S. pension plans. We made voluntary contributions of $42 and $68 million to our U.S. pension plans in 2007 and 2006, 
respectively, mainly for government contracting purposes. Future plan contributions are dependent upon actual plan asset returns 
and interest rates. Assuming that actual plan returns are consistent with our expected plan return of 9 percent in 2008 and beyond, 
and that interest rates remain constant, we would not be required to make any contributions to our U.S. pension plans to satisfy 
minimum statutory funding requirements for the foreseeable future. However, we expect to make voluntary contributions of 
approximately $40 million in cash in 2008 to certain of our U.S. pension plans for government contracting purposes. We also 
expect to contribute approximately $125 million in cash in 2008 to our non-U.S. defined benefit pension plans to satisfy 
regulatory funding standards. 

Long—Lived Assets (including Tangible and Definite—Lived Intangible Assets)—To conduct our global business operations 
and execute our business strategy, we acquire tangible and intangible assets, including property, plant and equipment and 
definite-lived intangible assets. At December 31,2007, the net carrying amount of these long-lived assets totaled $6.4 billion. 
The determination of useful lives (for depreciation/amortization purposes) and whether or not these assets are impaired involves 
the use of accounting estimates and assumptions, changes in which could materially impact our financial condition or operating 
perfonnance if actual results differ from such estimates and assumptions. We periodically evaluate the recoverability of the 
carrying amount of our long-lived assets whenever events or changes in circumstances indicate that the carrying amount of a 
long-lived asset group may not be fully recoverable. The principal factors we consider in deciding when to perform an 
impairment review are as follows: 

• significant under-performance (i.e., declines in sales, earnings or cash flows) of a business or product line in relation to 
expectations; 

• annual operating plans or five—year strategic plans that indicate an unfavorable trend in operating performance of a business or 
product line; 

• significant negative industry or economic trends; and 

• significant changes or planned changes in our use of the assets. 
Once it is determined that an impairment review is necessary, recoverability of assets is measured by comparing the carrying 

amount of the asset grouping to the estimated future undiscounted cash flows. If the carrying amount exceeds the estimated future 
undiscounted cash flows, the asset grouping is considered to be impaired. The impairment is then measured as the difference 
between the carrying 
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such determination is made. If a valuation allowance is recognizecffor thenetdifco™e or a credjt to goodwill m the period that 
temporary differences, operating loss capiteUosTor STSSSnS^ A — 1 f01 M aCquired entity>s deductible 
items recognized after the acquisXdafe^ at ** *"*> fte benefits f°r those 
.*.»So other „0™S is sssssssssssss—*K 

1 09^Accora^ng^ (SF AS'NO^ M9) and'in evaT^t °nS j1"1^ Statemeat of Financial Accounting Standards No. 
income taxes wh^ W? estabbab additional provisions for 
minimum probability threshold, as defined by FASB InterpretationCHN")N?"48 ""AccoSffnr T T M Ae 

Taxes—An Interpretation of FASB Statement 109" C'FTW ASt"\ •„ , ' .'. Accounting for Uncertainty m Income 
upon examination by the applicable taxing authority In the nn^nni 3 ?? po.sltlon d>at 1S more likely than not to be sustained 
examined by various SXstetemdE i°T ,of b™ness, the Company and its subsidiaries are 
and any future examinations for the current or prior years in determinmg^he ad^T P°tential outcomes of these examinations 
continually assess the likelihood and amo!atSSS^i«SSSS Aad?£a°y °f 0Ur Prov,slon for income taxes. We 
and deferred taxes in the period in which the facts that give rise to a revisio^"* pr0V1S,°n' Ae tox liabi,ity 

was effective'begi^ing^jlmuary11^2007° F^48e^bh^h^ ^ 110 f""** Statements' ™ 48 
FIN 48 clarifies The accountinVfoT income taw*?nrescribiL a ! v* a2*T?ffor "*«*** ™ tax positions, 
meet before being recognized in the financial statements FIN 4Fa7^™,[ n'i . d a tax position is required to 
classification, fairest Z 
we reduced our existing reserves for uncertain tax nositionfhv >m ™;ii£ i , "Sltl°n- Upon adoption as of January 1,2007, 
matters, partially offset by largely related to a reduction in state income tar! 
effect adjustment to shareholders' equity. Additionally we decrease! Ifnif Se^e?' S redu?t.10n was recorded as a cumulative 
by $44 million and increased goodwill by $1 million. deferred tax asset and its associated valuation allowance 

P-*M Of r total no, «tta „,„6 fan 
Materials segments. These long-term cS£measurednn^wlTf and Confrol Solutions, Aerospace and Specialty 
units-of-delivery basis for product for engineering-type contracts Ld the* 
estimating total contract revenue and ^Con " involves management judgment in 
modified by our assumptions regarding contract options chanoe nrdfrl ; ™med by negotiated contract pnees and quantities, 
performance and price LjustmSEs(Jch LSi™ K?h'aSSfT* a"d award Prions associated with technical 

cost estimates are regularly monitored and revised based on changes in circumstan^s i agre®ments' Revenue and 
are recognized when such losses become evident We maintain fiLumuf Anticipated losses on long-term contracts 
and estimation processes to reduceXriskS^ttoctTosses 31 M°h ™a ^ CUSt0mer c5ual,fication' contract pricing 



OTHER MATTERS 
Litigation 

See Note 21 to the financial statements for a discussion of environmental, asbestos and other litigation matters. 
Recent Accounting Pronouncements 
See Note 1 to the financial statements for a discussion of recent accounting pronouncements. 

Item 7A. Quantitative and Qualitative Disclosures About Market Risk 
Information relating to market risk is included in Item 7. Management Discussion and Analysis of Financial Condition and Results of Operations under the caption "Financial Instruments" °i rmanciai condition and 
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Item 8. Financial Statements and Supplementary Data 
HONEYWELL INTERNATIONAL INC. 

CONSOLIDATED STATEMENT OF OPERATIONS 

Years Ended December 31, 
2007 2006 2005 

(Dollars in millions, 

Product sales 
except per share amounts) 

Product sales $ 27,805 $ 25,165 $ 22257 
Service sales 6,784 6202 5,395 

Net sales 34,589 31367 27,652 

Costs, expenses and other 
Cost of products sold 21,629 19,649 17,681 
Cost of services sold 4,671 4,447 3,843 

26,300 24,096 21,524 
Selling, general and administrative expenses 4565 4,210 3,707 
Other (income)/expense (53) (111) (231) 
Interest and other financial charges 456 374 356 

31,268 28,569 25,356 

Income from continuing operations before taxes 3,321 2,798 2296 
Tax expense 877 720 732 

Income from continuing operations 2,444 2,078 1,564 
Income from discontinued operations, net of taxes — 5 95 
Cumulative effect of accounting change, net of taxes — (21) 

Net income $ 2,444 $ 2,083 $ 1,638 

Earnings (loss) per share of common stock—basic: 
Income from continuing operations $ 320 $ 2.53 $ 1.85 
Income from discontinued operations — 0.01 0.11 
Cumulative effect of accounting change — — (0.03) 

Net income $ 320 $ 2.54 $ 1.93 

Earnings (loss) per share of common stock—assuming dilution: 
Income from continuing operations $ 3.16 $' 2.51 $ 1.84 
Income from discontinued operations — 0.01 0.11 
Cumulative effect of accounting change — — (0.03) 

Net income $ 3.16 $ 2.52 $ 1.92 

The Notes to Financial Statements are an integral part of this statement. 



HO ro^mLASIERNATI0NAL INC-
CONSOLIDATED BALANCE SHEET 

ASSETS 
Current assets: 

December 31, 
2007 2006 

(Dollars In millions) 

Accounts, notes and other receivables 
Inventories 
Deferred income taxes 
Other current assets 

Total current assets 
Investments and long-term receivables 
Property, plant and equipment—net 
Goodwill 
Other intangible assets—net 
Insurance recoveries for asbestos related 1raHiKt;„, 
Deferred income taxes 
Prepaid pension benefit cost 
Other assets 

Total assets 

LIABILITIES 
Current liabilities: 
Accounts payable 
Short—term borrowings 
Commercial paper 
Current maturities of long-term debt 
Accrued liabilities 

Total current liabilities 
Long-term debt 
Deferred income taxes 
Postretirement benefit obligations other than pensions 
Asbestos related liabilities 
Other liabilities 
CONTINGENCIES 
SHAREOWNERS' EQUITY 
Capital-common stock-Authorized 2,000,000,000 shares 
(par value $1 per share): 

—issued 957,599,900 shares 
—additional paid-in capital 
Common stock held in treasury, at cost: 
2007—211,046,037 shares; 2006—157,008,412 shares 
Accumulated other comprehensive income (loss) 
Retained earnings 

Total shareowners' equity 

Total liabilities and shareowners' equity 

1,829 
6,387 
3,861 
1,241 

367 

13,685 
500 

4,985 
9,175 
1,498 
1,086 

637 
1,256 

983 

33,805 

1,224 
5,740 
3,588 
1,215 

537 

12,304 
382 

4,797 
8,403 
1,247 
1,100 
1,075 

695 
938 

30,941 

3,962 $ 3,518 
64 62 

1,756 669 
418 423 

5,741 5,463 

11,941 10,135 
5,419 3,909 

734 352 
2,025 2,090 
1,405 1,262 
3,059 3,473 

958 958 
4,014 3,845 

(9,479 ) (6,339) 
(544) 0307) 

14,273 12,563 

9,222 9,720 

33,805 $ 30,941 

The Notes to Financial Statements are an integral part of this 
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HONEYWELL INTERNATIONAL INC. 
CONSOLIDATED STATEMENT OF CASH FLOWS 

Years Ended December 31, 
2007 2006 2005 

j activities: 
Net income 
Adjustments to reconcile net income 1 
Cumulative effect of accounting change 

(Dollars in millions) 

Repositioning and other charges 

•activities: 

Pension and other postretirement expense 
Pension and other postretirement benefit payments 
Stock option expense 
Deferred income taxes 
Excess tax benefits from share based payment arrangements 
Other 
Changes hi assets and liabilities, net of the effects of acquisitions and divestitures: 
Accounts, notes and other receivables 
Inventories 
Other current assets 
Accounts payable 
Accrued liabilities 

Net cash provided by operating activities 

Cash flows from investing activities: 
Expenditures for property, plant and equipment 
Proceeds from disposals of property, plant and equipment 
Increase in investments 
Decrease in investments 
Cash paid for acquisitions, net of cash acquired 
Proceeds from sales of businesses, net of fees paid 

Net cash (used for) investing activities 

Cash flows from financing activities: 
Net increase/(decrease) in commercial paper 
Net (decrease)/increase in short-teim borrowings 
Payment of debt assumed with acquisitions 
Proceeds from issuance of common stock 
Proceeds from issuance of long-term debt 
Payments of long-term debt 
Excess tax benefits from share based payment arrangements 
Repurchases of common stock 
Cash dividends paid on common stock 

Net cash (used for) financing activities 

Effect of foreign exchange rate changes on cash and cash equivalents 

Net increase/(decrease) in cash and cash equivalents 
Cash and cash equivalents at beginning of period 

Cash and cash equivalents at end of period 

2,444 $ 2,083 $ 1,638 

837 
21 

543 
15041 

fyr 
483 

653 
412 

) 

322 
pcy f 
459 

(1,008) 
561 

(300) (353) (199) 
65 77 

332 450 42 
(86) (31) — 

161 20 (56) 

(467) (573) (94) 
(183) (128) 37 

17 (11) 61 
397 
333 

516 
(16) 

181 
193 

3,911 3,211 2,442 

(767) (733) (684) 
98 87 71 

(20) 
6 

— — 

V 

(1,150) (633) 
285 

(2,679) 
51 665 997 

(1,782) (614) (2,010) 

1,078 (86) 534 
(3) (224) 100 

(40) (346) (702) 
603 396 167 

1,885 1,239 
(430) (1,019) (982) 

86 31 — 

(3,986) (1,896) (1,133) 
(767) (744) (700) 

(1,574) (2,649) (2,716) 

50 42 (68) 

605 (10) (2,352) 
1,224 1,234 3,586 

1,829 $ 1,224 $ 1,234 

The Notes to Financial Statements are an integral part of this statement. 
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Balance at December 31,2004 

(Loss) 
Common stock issued for 

benefits of $17) 

Cash dividends on common stock 
($0,825 per share) 

Balance at December 31,2005 

Change in fair value of effective 

Minimum pension liability 
adjustment 

(Loss) 

benefits (including related tax 
benefits of $912) 

Common stock issued for 

beaeffisof$3lj 
Stock basi 
expense 

($0.9075 per share) 

benefits (including related tax 
benefits of $285) 

Change in fair value of effective 

HONEYWELL INTERNATIONAL INC. 
CONSOLIDATED STATEMENT OF SHAREOWNERS' EQUITY 

Common 
Stock Issued 

Additional 
Shares Ammmt Paid-in Capital 

957.0 $ 958 $ 3,574 

957.6 958 

Balance at December 31,2006 957.6 958 

Net income 

50 

2 

3,626 

29 

77 

112 

Common Stock 
Held m Treasury 

Shares Amount 

9.7 
(30.6) 

.4 

(128.1) 

16.2 

(45.4) 

283 
(1.153) 

(5,027) 

573 

(1,896) 

1 .3 11 

3*845 (157.0) (6,339) 

Accumulated 
Other 

Income 
oss] 

138 

(147) 

(16) 

Retained 
Earnings 

$ 10,232 
1,638 

(25) 

233 

(3) 

196 

(700) 

11,230 

2,083 

(1.708) 

(1,307) 

248 

518 

(3) 

(750) 

12,563 

2,444 

Total 
Shareowners' 

Equity 

$ 10,777 
1,638 

(147) 

(16) 

1,475 

333 
(1,133) 

(700) 
10 

10,762 

2,083 

233 

(3) 

196 

2^09 

(1,708) 

602 

77 

112 
(1,896) 

(750) 
12 

9,720 

2,444 

248 

518 

(3) 



Common stock issued for ' 
on 
t 

938 

expense $5 65 

benefits of $101) 101 20.0 837 

(3,987) (3,987) 
33 33 

common STOCK 
($1.00 per stare) m (%1) 

3 2 10 13 

Balance at December 31,2007 957.6 $ 958 $ 4,014 (211.0) $ (9,479) $ (544) $ 14,273 $ 9,222 

The Notes to Financial Statements are an integral part of this statement. 
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HONEYWELL INTERNATIONAL INC. 
NOTES TO FINANCIAL STATEMENTS 

(Dollars in millions, except per share amounts) 
Note 1—Summary of Significant Accounting Policies 

Accounting Principles—The financial statements and accompanying notes are prepared in accordance with accounting 

SS53!S3!k SttKS of •"» « a description of the signified accoontii policies 

entities where a controlling financial interest is obtained as well as consolidation of variable interest entities in which we bear a 

majority of the risk to the entities potential losses or stand to gain from a majority of the entities' ™ a 

intercompany transactions and balances are eliminated in consolidation. , 

CaS!l Ê uivalenfs—Ĉ  and cash equivalents include cash on hand and on deposit and highly liquid temporary cash investments with an original maturity of three months or less. * 4 ' clnporary casn 

the afef18 V?uUff at ^l0wer °,f Post °J market ^ Arst-in, first-out or the average cost method and 
the last-in, first out (LIFO) method for certain qualifying domestic inventories. 

Investments Investments in affiliates over which we have a significant influence, but not a controlling interest are accounted 
for using the equity method of accounting. Other investments are carried at market value, if readily determinable,'or at cost All 

P?"odlCally reviewedt0 d?ermi?e 'f declines in fair value below cost basis 
sustained decreases m quoted market prices or a series of historic and projected operating losses by investees are 

t^-°:f od,e^^aiTtf11Porary declines. If the decline in fair value is determined to be other-than-temporary an 
impairment loss is recorded and the investment is written down to a new carrying value. ' 

Property, Plant and Equipment—Property, plant and equipment are recorded at cost, including any asset retirement obligations 

rep°rting' method depreciation Sa^!SSiS55^, lives of 10 to 50 years for buildings and improvements and 2 to 15 years for machinery and equipment Statement of Financial 
No. 143, Accounting for Asset Retirement Obligations" (SFAS No. 143) and FASB Interpretation No 47 

thL^is re?0gnt °n of the fair value of obligations associated with the retirement of tangible long-lived assets when 
there is a legal obligation to incur such costs. Upon adoption of FIN 47 on December 31 2005 we recorded an increase nf Si 4 
million to property, plant and equipment and recognized an asset retirement obligation liability of $46 million. This resulted in the 
Zn^vrCaSh ̂  P11** after tax) «•» was reported as 
change. Upon initial recognition of a liability the cost is capitalized as part of the related long-lived asset and depreciated over die 
corresponding asset's useful life. See Note 11 and Note 17 for additional details. depreciated over the 

Goodwill and Indefinite-Lived Intangible Assets—Goodwill represents the excess of acquisition costs over the fair value of 
tangible net assets pd identifiable intangible assets of businesses acquired. Goodwill and certain other intangible assets deemed 

T n°t.a"lort.1*;ed- Intangible assets determined to have definite lives are amortized over their useful lives 
Goodwill and indefinite lived intangible assets are subject to impairment testing annually as of March 31 or whenever events or 
changes m circumstances indicate that the carrying amount may not be fully recoverable, using the guidance and criteria described 
'na,^ etS0vfJlnanc'al Accounting Standards No. 142, "Goodwill and Other Intangible Assfts". S testing ImSes c^ing 
values to fair values and, when appropriate, the carrying value of these assets is reduced to fair value We completed our annual 

SditaL'SES'^dSShSS.31,2007 deKm,ired »» »impairmentas of that date. See Note 12 for 
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HONEYWELL INTERNATIONAL INC. 
NOTES TO FWANCIAL STATEMENTS—(Continued) 

ntu T . ... . (Dollars in millions, except per share amounts) 

on a number of factors including operating results business Dlans antfw^t evaluate eve?1!s °r changes in circumstances based 

Sl^^SSassiSg^ 
the costs can be reasonably esti^d^SabS , "S""8",01™ P"?™ *™ P""^ »d 

claims, we accrue forpendTng cS Refractories Company (NARCO) asb^tos related 
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HONEYWELL INTERNATIONAL INC. 
NOTES TO FINANCIAL STATEMENTS—(Continued) 

(Dollars in millions, except per share amounts) 
2c;S£egMdmg ^tos related claims, we accrue for the estimated value of pending claims based on expected claim 
resolution values and historic dismissal rates. Smce the fourth quarter of2006, we also accrue for the estimated cost of future 
anticipated claims related to Bendix for the next five years based on our assessment of additional claims that may be brought 
against us and anticipated resolution values m the tort system. In December 2006, we also changed our methodology for valuing 
Bendix pending and future claims from using average resolution values for the previous five years to using averageresolution 
relS"S1! tW° p3"" cIiTS (llin8 experience and resolution data for Bendix related claims has become more 
reliable over die past several yeais. Accordingly, in the fourth quarter of2007, we updated our methodology for valuing Bendix 
reTnhufnPdt6 HT8 .Uaverage/esol"ti°n values for the past three years. We will continue to update the expected 
resolution values used to estimate the cost of pending and future Bendix claims during the fourth quarter each year. For additional 
™ see Not® 21 • We continually assess the likelihood of any adverse judgments or outcomes to our contingencies, as well 

LTgeS tu A ^ ? losses and recognize a liability, if any, for these contingencies based on an analysis of each 
individual issue with the assistance of outside legal counsel and, if applicable, other experts. 
Je ZSl"!6 recognition of liabilities for asbestos related matters, we record asbestos related insurance recoveries that 
WP kff ProbabIe- In assessing the probability of insurance recovery, we make judgments concerning insurance coverage that 
we believe are reasonable and consistent wi th our historical experience with our insurers, our knowledge of any pertinent solvency 
issues surrounding insurers, various judicial determinations relevant to our insurance programs and our consideration of the 
impacts of any settlements with our insurers. 

Aerospace Sates Incentives—V!ft provide sales incentives to commercial aircraft manufacturers and airlines in connection with 
their selection of our aircraft equipment, predominately wheel and braking system hardware and auxiliary power units for 

comme.rcial a*craft: These incentives principally consist of free or deeply discounted products, but also'include 
credits for future purchases of product and upfront cash payments. These costs are expensed as provided. For aircraft 
manufacturers, incentivesi are recorded when the products are delivered; for airlines, incentives are recorded when the associated 
aircraft are delivered by the aircraft manufacturer to the airline. c associaiea 

Research and Development—Research and development costs for company-sponsored research and development projects are 
So^foo^d 2005 respectivdy1^ pnnC,p y mcluded ,n Cost of Products Sold and were $1,459, $1,411 and $1,072 million in 

^—Effective January 1, 2006, we adopted SFAS No. 123 (revised 2004), "Share-Based 
Payment (SFAS No. I23R) requiring that compensation cost relating to share-baSed payment awards made to employees and 
directors be recognized in the financial statements. The principal awards issued under our stock-based compensation plans which 
are described m Note 20 include non-qualified stock options and restricted stock units (RSUs). The cost for such awards is' 
measured at the grant date based on the fair value of the award. The value of the portion of the award that is ultimately expected to 
iff se™,ce periods ^ ^ ™ 

Prior to January 1,2006, we accounted for share-based compensation cost using the intrinsic value method in accordance with 
Accounting Principles Board No. 25, "Accounting for Stock Issued to Employees" (APB No. 25), and related interpretations We 
148 ^N°' I?3' "Accountingfor Stock-Based Compensation", as amended by SFAS No. 
148 Accounting for Stock-Based Compensation—Transition and Disclosure". Under APB No. 25 there was no compensation 
cost recognized m our Consolidated Statement of Operations for our stock option awards. Compensation cost for RSUsIs 
recognized in our Consolidated Statement of Operations and 
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Operations has not been restated'^iSS?£fefr SSSSJk^S •CC°rdingIy'the 2005 Consolidated Statement of 
Share-based compensation cost relatinftostocKo^^^^^ 10 stock °PtiaBS-
award that is ultimately expected to vest SFAS No 123R reaufres forfeiWc^hif'S f ® e of 1116 Portion of Ae 
estimate the portion of the award that will ultimately vest The estima*>!l^Ld est™.ated at the time of grant in order to 
f o r m a  i n f o r m a t i o n  r e q u i r e d  u n d e r  S F A S  N o .  1 2 3  f i j  2 0 ( > i ,  w e  S S S i ^  * °  

pla£T<Sg berefi. pemion 

benefits and life insurance coverage to eligible retirees For our U S^efinwfh emeDt ^ plans 11131P""^ health care 
value of plan assets reflecting changes S the fah Se of nira^i/^f ^ neflt penS10n ?lans we 1186 ^ niarket-related 
losses in excess of 10 percent of the greater of the markeWelatedvalue of VT' i net actuarial (gains) or 

c^poSifo?AcSfat^^^^ a 
inventories and property, plant and eauroment includino r^iat^d subsidiaries operating m highly inflationary environments 
date the asset, weteViSwhilê S^aSIS! « the exehtatge tMeTeffeet 

adjustments for these subsidiaries are included in earnings. year-end exchange rates. Remeasurement 

from changes in interest and farei^ cimency^xchanM rate^and cm^od5rcfi^•anCin8vChVitieS, d C 316 exposed 10 market risks 
results and financial position. We minimis our risks from int^t ^ pnCeS' ™ay adversely affect our operating 
fluctuations through our normal opeSgLTfiSS^3nd commodity price 
financial instruments. Derivative financial instruments are used to 11,^1 deemed appropriate through the use of derivative 
purposes and we do not use leveraged deriSfi^ n0lUSed for trading OT other speculative 
must be designated and effective as a hedge of the identified risk exnnlmrp at th^ aa.cl instruments used for hedging purposes 
in fair value of the derivative contract must be hiehlv correlate the inception of the contract. Accordingly, changes 
inception of the hedge and over Sof^Ihe hed^cSriait ^ ^ged item at 8 

hedges of the fair value of assets iSmSAj^rngS^fefr1va/ues of bothtfi^dln1 ̂  ̂"H Por d^ivatlves designated as 
in current earnings. For derivatives designated as cash Lw hp/Wc derivatives and the hedged items are recorded 
derivatives are horded in "ffectlve Portl°n of the changes in fair value of the 
hedged items impact earnings. Cash flows of such derivative finanH^i^ *"! subs®quently recognized in earnings when the 
hedged item. ^ S OI SUcn denvatlve flnanc,al instruments are classified consistent with the underlying 

of financial instruments are accounted for under 
Extinguishments of Liabilities". We sdlXreste in AcC0Untmg for Transfers 311(1 dicing of Financial Assets and 



HONEYWELL INTERNATIONAL INC. 
NOTES TO FINANCIAL STATEMENTS—{Continued) 

(Dollars in millions, except per share amounts) 
designated pools of trade accounts receivables to third parties. The receivables are removed from the Consolidated Balance Sheet 
at die time they are sold. The value assigned to our subordinated interests and undivided interests retained in trade receivables sold 
is based on the relative fair values of the interests retained and sold. The carrying value of the retained interests approximates feu-
value due to the short-term nature of the collection period for the receivables. 
Income Taxes—Deferred tax liabilities or assets reflect temporary differences between amounts of assets and liabilities for 

financial and tax reporting. Such amounts are adjusted, as appropriate, to reflect changes in tax rates expected to be in effect when 
the temporary differences reverse. A valuation allowance is established to offset any deferred tax assets if, based upon the 
available evidence, it is more likely than not that some or all of the deferred tax assets will not be realized. The determination of 
the amount of a valuation allowance to be provided on recorded deferred tax assets involves estimates regarding (1) the timing 
and amount of the reversal of taxable temporary differences, (2) expected future taxable income, and (3) the impact of tax 
planning strategies. In assessing the need for a valuation allowance, we consider all available positive and negative evidence, 
including past operating results, projections of future taxable income and the feasibility of ongoing tax planning strategies. The 
projections of future taxable income include a number of estimates and assumptions regarding our volume, pricing and costs. 
Additionally, valuation allowances related to deferred tax assets can be impacted by changes to tax laws. 

Significant judgment is required in determining income tax provisions under Statement of Financial Accounting Standards No 
109 "Accounting for Income Taxes" (SFAS No. 109) and in evaluating tax positions. We establish additional provisions for 
income taxes when, despite the belief that tax positions are fully supportable, there remain certain positions that do not meet the 
minimum probability threshold, as defined by FASB Interpretation ("FIN") No. 48, "Accounting for Uncertainty in Income 
Taxes" (FIN 48), which is a tax position that is more likely than not to be sustained upon examination by the applicable taxing 
authority. In the normal course of business, the Company and its subsidiaries are examined by various Federal, State and foreign 
tax authorities. We regularly assess the potential outcomes of these examinations and any future examinations for the current or 
prior years in determining the adequacy of our provision for income taxes. We continually assess the likelihood and amount of 
potential adjustments and adjust the income tax provision, the current tax liability and deferred taxes in the period in which the 
facts that give rise to a revision become known. 
Earnings Per Share—Basic earnings per share is based on the weighted average number of common shares outstanding. Diluted 

earnings per share is based on the weighted average number of common shares outstanding and all dilutive potential common 
shares outstanding. 

Use of Estimates—The preparation of consolidated financial statements in conformity with generally accepted accounting 
principles requires management to make estimates and assumptions that affect the reported amounts in the financial statements 
and related disclosures in the accompanying notes. Actual results could differ from those estimates. Estimates and assumptions are 
periodically reviewed and the effects of revisions are reflected in the consolidated financial statements in the period they are 
determined to be necessary. 
Reclassifications—Certain prior year amounts have been reclassified to conform to the current year presentation. 
Recent Accounting Pronouncements—la June 2006, the Financial Accounting Standards Board ("FASB") issued FIN 48, 

which establishes a single model to address accounting for uncertain tax positions. FIN 48 clarifies the accounting for income 
taxes by prescribing a minimum recognition threshold a tax position is required to meet before being recognized in the financial 
statements. FIN 48 also provides guidance on derecognition, measurement classification, interest and penalties, accounting in 
interim periods, disclosure and transition. Upon adoption as of January 1,2007, we reduced our existing reserves for uncertain tax 
positions by $33 million, largely related to a reduction in state income tax matters, partially offset by a net increase for federal and 
international tax reserves. 
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HONEYWELL INTERNATIONAL INC. 
NOTES TO FINANCIAL STATEMENTS—(Continued) 

(Dollars in millions, except per share amounts) 
This reduction was recorded as a cumulative effect adjustment to shareowners' equity. Additionally, we decreased a deferred tax 
^SfnfematiraSMdafecIosure 0n Wance y $44 and increased goodwill by $1 million. See Note 6 for additional FIN 

to SteffPosition ("FSP") FIN 48-1 "Definition of Settlement in FASB Interpretation No. 
48 (hSF HN 48 1). FSP FIN 48 1 provides guidance on how to determine whether a tax position is effectively settled for the 
purpose of recognizing previously unrecognized tax benefits. FSP FIN 48-1 is effective retroactively to January 1,2007. The 
implementation of this standard did not have a material impact on our consolidated financial position or results of operations. 
A TDS^1 cotf* ™e ^ASB *®su®d FSP AUG AIR—1 "Accounting for Planned Major Maintenance Activities" (FSP AUG 

i J ^ AUG AIR 1 amends the guidance on the accounting for planned major maintenance activities; specifically it 
precludes the use of the previously acceptable "accrue in advance" method. FSP AUG AIR-1 is effective for fiscal years 
beginning after December 15, 2006. The implementation of this standard did not have a material impact on our consolidated 
financial position or results of operations. 
In September 2006, the FASB issued Statement of Financial Accounting Standard ("SFAS") No. 157 "Fair Value 

Measurements" (SFAS No. 157). SFAS No. 157 establishes a common definition for fair value to be applied to US GAAP 
requiring use of.fair value, establishes a framework for measuring fair value, and expands disclosure about such fair value 
measurements. SFAS No. 157 is effective for fiscal years beginning after November 15,2007. 
, to February 2008, the FASB issued FSP 157-2 "Partial Deferral of the Effective Date of Statement 157" (FSP 157-2). FSP 
157 2 delays the effective date of SFAS No. 157, for all nonfinancial assets and nonfmancial liabilities, except those that are 
X^ m thC fmancia,1 statements ?n a recurrin8 (at least annually) to fiscal years beginning 
after November 15,2008. The Company is currently assessing the impact of SFAS No. 157 for nonfinancial assets and 
nonfinancial "abilities on its consolidated finanrial position and results of operations. The implementation of this standard, for 
financial assets and financial liabilities, will not have a material impact on our consolidated financial position and results of 
operations. 

In Februmy 2007, the FASB issued SFAS No. 159 "The Fair Value Option for Financial Assets and Financial Liabilities" (SFAS 
No. |. j * No. 159 permits entities to choose to measure many financial assets and financial liabilities at fair value. 
Unrealized gams and losses on items for which the fair value option has been elected are reported in earnings SFAS No 159 is 
effective for fiscal years beginning after November 15,2007. The implementation of this standard will not have a material impact 
on our consolidated financial position and results of operations. 

In March 2007, the FASB ratified Emerging Issues Task Force ("EITF") Issue No. 06-10 "Accounting for Collateral 
Assignment Split Dollar Life Insurance Agreements" (EITF 06-10). EITF 06-10 provides guidance for determining a liability 
tor postretirement benefit obligations as well as recognition and measurement of the associated asset on the basis of the terms of 
the collateral assignment agreement. EITF 06-10 is effective for fiscal years beginning after December 15,2007. TTie 
implementation of this standard will not have a material impact on our consolidated financial position and results of operations. 
.toto,"-St BI.TF 06~11 "Accounting for the Income Tax Benefits of Dividends on Share-Based Payment 
Awards (EITF 06-11). EITF 06-11 provides that tax benefits associated with dividends on share-based payment awards be 
recorded as a component of additional paid-in capital. EITF 06-11 is effective, on a prospective basis, for fiscal years beginning 
after December 15,2007. The implementation of this standard will not have a material impact on our consolidated financial 
position and results of operations. 
i toPecem.t>er 2007, die FASB issued SFAS No. 141(revised 2007), "Business Combinations" (SFAS No. 141R) SFAS No 
MIR provides revised guidance on how acquirers recognize and 
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(Dollars in millions, except per share amounts) 
measure the consideration transferred, identifiable assets acquired, liabilities assumed, noncontroliine interests and Goodwill 
cquued m a business combination. SFAS No. 141R also expands required disclosures surrounding the nature and financial 
if200?SroS combmations-f AS No. 141R is effectiv£on a prospective basTfo™yeisSSng*5DecSiber 
operations ^18 Currentlya8se8s,ng ** nnpact of SFAS No. 141Ron its consolidated financial position and Ss of 

No hfinfqflg TJZ' !foFA.SS1lSUed SF^S No' ^°' "Noncontrolling Interests in Consolidated Financial Statements" (SFAS 
.? ?«' • establishes requirements for ownership interests in subsidiaries held by parties other than the Comnanv 

nnciifn^fth- •*'mtere8t? ̂  be clearly identified, presented, and disclosed in the consolidated statement of financial 
m eqaity' b.ut seParate from the parent's equity. All changes in the parent's ownership interests are required to be 

teSsm/S T tnoncontroIling equity mvestments in deconsolidated subsidiaries must 
is oorfou y air v. ' Sf AS No. 160 is effective, on a prospective basis, for fiscal years beginning after December 
™'e rnm™™ >Ver' Pre8entat,on and disclosure requirements must be retrospectively applied to comparative financial statements 
The Company is currently assessing the impact of SFAS No. 160 on its consolidated*fiducial position and resulte of opeSns 
Note 2—Acquisitions and Divestitures 

We acquired businesses for an aggregate cost of $1,190, $979 and $3,500 million in 2007, 2006 and 2005 resnectivelv All of 
our acquisitions were accounted for under the purchase method of accounting, and accordingly the assets a'ndTabilitieJof the 

* ' e s , t a " e d  v , l u e s  S - q m r t i o . .  e  

price of woroiSrS aCfSiti°n 0f,Di!?ensi0ns I^ational, a defense logistics business, for a purchase 
pnce or approximately $230 million. The purchase price for the acquisition was allocated to the tangible and identifiable 
™^®^1^set?,fcquired and liabilities assumed based on their estimated fair values at the acquisition date The Company has 
amnffiteloL^lt!1"11 V ™ ^ngible a?5ets' predominantly contractual relationships. These intangible assets are being 
mortized o ver then estimated life of 5 years using straight-line and accelerated amortization methods. The excess of the 
purchase pnce over the estimated fair values of net assets acquired approximating $ 180 million was recorded as goodwill This 
g-dw.ll.s non deductible for tax purposes. This acquisition was accounted for by the purchase method and accordingly results 
jL ,tra iJ1ST^re incblded m the consolidated financial statements from the date of acquisition. The results from the acauisition 
statements mber 31' 2007 mcluded in the Aerospace segment and were not material to the consolidated financial 

rStJK™'thC ComPany_c°mpleted the acquisition of Enraf Holding B.V., a provider of comprehensive solutions for the 
control and management of transportation, storage and blending operations in the oil and gas industry for a purchase mice of 
approximately $264 million, including the assumption of approximately $40 million of debt. The purchase price for the 

a ated to the tangible and identifiable intangible assets acquired and liabilities assumed based on their 
estimated fair values at the acquisition date. The Company has assigned $90 million to identifiable intangible assets 

y Sr relationships, existing technology and trademarks. These intangible assets are bling amortized over their 
of.8 15 yeaf usm8 straight-line and accelerated amortization methods. The excess of the purchase price over the 

nvi^f i s va,Hes ofnet 385618 acqulI5d approximating $167 million, was recorded as goodwill. Goodwill will be deducted 
over a 15 year penod for tax purposes. This acquisition was accounted for by the purchase method and accordingly results of 

SBKmenB ltom **of 1'c,uisi,i°n' ^ <"* 
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ft™Com™nti0nS T? TA *° n" statements 
Maxon Co£SS£ j"f gf So«<m? segmeat, completed the actuation of 
price for the acquisition was allocated to the tangible and iden'rifinhi? • t as® Pnce of approximately $185 million. The purchase 
their estimated fair values at acquisition date. The Company has assirne^l's mmf^^^^f r^fliabiliti.f? assumed based on 
predominantly customer relationships and trademar^^ t0 ldent,fiable ^tangible assets, 
which range from 6-10 years using straight line and accelerated I over their estimated lives 
estimated fair values of net assets acquired approximating $92 million wa« H 1X™S^ ̂  P^ba5^ Price over the 
for tax purposes. This acquisition was accounted for bv the nurchase m Jh^H a d ^J?0^ ^IS goodwl11 IS non-deductible 
m the consolidated financial statements from the date ofacouititi™ ift accordingly results of operations are included 
2007 were not material to the coJKS^^ ^ &0m ** aCC»u,s,tion ** December 31, 

approximately $390 millionPThe pSeSStaSSt^S^ for a purchase price of 
acquired and liabilities assumed based on their estimated fair value* at the a !» tangjbleand identifiable intangible assets 
million to identifiable intangible aSe^nS^^ date- Company has assigned $114 
being amortized over their estimated lives which range from 6 to 10 years lSSiJSrSSfnSii^di ̂ d mtanglble assets are 
methods. The excess of the purchase price over the estimatedfa?r straight_1»e ̂  accelerated amortization 

5 1 1 > : 2 0 0 7 ™  

allocated to the tangible and identifiable intangible as^ets'acauired^ The purchase price for the acquisition was 
lives at the acquisition date. T^Como™ °n ^ eStimated fair values and 

relationships and trademarks. These intangibte aSeteSeintangible assets, predominantly customer 
yearsusingPstraight-line and ^SS^^?SSS,,d•,ive, ̂  range ®«» 3 to 15 
net assets acquired approximating $130 million was recorded as eoodwill Thil « d n P"Ce jVfr estimated fair values of 
acquisition was accounted for by the purchase method, and according !^Pi! goodwill is non deductible for tax purposes. This 
financial statements from the date of acquisition The results from the mcluded m the consolidated 

•?•""" So,U,ionS "emen' "d we» nt" ™'™' to U» oZHLdZS™™'11' m 

•"» value of the 
transaction costs. The purchase price for the acquisition was allocated te th^t! ^1" d"d ^^dmg debt and 523 million of 
and liabilities assumed tased onteeir estimated^ identifiable intangible assets acquired 
identifiable intangible assets, predominantly customed ^ Companyhas assigned $155 million to 
are being amortized over their estimated lives which range from 2 to 1 s waf* ? ^ ^ a7ld trademarks. These intangible assets 
method*. The excess of 4. pumhaee price over the emb&rf fair 

58 



HONEYWELL INTERNATIONAL INC. 
NOTES TO FINANCIAL STATEMENTS—(Continued) 

(Dollars in millions, except per share amounts) 

s* ssss^jsssto 

for'as $93 m,lh°n "* Technolc®' Automotive for $90 million which were accounted 

milhon of outstmidmg debt. The purchase price for the acquisition was allocated to the tangible and identifiable intangible assets 
mmw! ?r ueS afsun?®.d based on their estimated fair values at the acquisition date. The Company has assigned $339 
millitm to identifiable mtangtble assets, predominantly existing technology, which is being amortized over 15 vearfon a 
straight line basis and trade names which are not amortized. The excess of the purchase price over the estimated fair values of 
net assets acquired approximating $336 million, was recorded as goodwill. This goodwill^^eS^ 

WOV^ffor ^^hilli'on0^ of^ PJ"chas.ed 100% °f the issued and ordinary preference share capital of NOVAR pic 
;• b,lb°n'net ?f acquired, which represented $2.4 billion for consideration of all outstanding shares and 

$49 million net ^"sumption of debt of $0.7 billion. Transaction costs related to th!sLqS£ were 
$49 million. In December 2005, we completed the sale of die Security Printing business to M&F Worldwide Com for $80ft 

accraed liabilife Muded 576 milli°" <* """toring cosS relafed to toe 

.„AA°/DeĈ ber 31J 2007' die Purchase accounting for Dimensions International, Enraf Holding B.V. Hand Held Products w 
Bnniwin°f ~t01^ 316 ^"subject to final adjustment primarily for useful lives, amounts allocated to intangible assets and 
goodwill, for certain pre-acqu,s.t.on contingencies, and for settlement of post closing purchase price Sjuŝ S 

integratii^'th^^quired^us^essYTimo^HoneywdlYvere^not materia°UntS reCOrded for dansaction costs and the costs of 

« KaSlyTto aCqUiSi,i0nS b"1 >«» ""fc " of toe yea,, wodd 
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Note 3—Repositioning and Other Charges 
A summary of repositioning and other charges follows: 

Severance 
Asset impairments. 
Exit costs 
Reserve adjustments 

Total net repositioning charge. 
Asbestos related litigation charges, net of insurance 
Probable and reasonably estimable environmental liabilities. 
Business impairment charges 
Arbitration award related to phenol supply agreement 
Other 

Total net repositioning and other charges. 

cSSion"8 """* mai"' PreBX di!ttib"'i,>n of »d other ehmge, by income statement 

Years Ended December 31, 
2007 2006 2005 

186 $ 102 $ 248 
14 15 5 
9 7 14 

(18) (22) (25) 

191 102 242 o
 

o
 126 10 

225 210 186 
9 12 23 

— (18) (67) 
18 51 18 

543 $ 483 $ 412 

Cost of products and services sold 
Selling, general and administrative expenses 
Other (income) expense 

2007 
Years Ended December 31, 

2006 2005 
495 
48 

472 
1 1  

S 543 $ 483 $ 

The following table summarizes the pretax impact of total net repositioning and other charges by segment. 

Years Ended December 31, 

357 
43 
12 

412 

Aerospace 
Automation and Control Solutions 
Specialty Materials 
Transportation Systems 
Corporate 

2007 2006 2005 
$ 37 $ 10 $ 96 

127 39 85 
14 5 (34) 

119 293 82 
246 136 183 

$ 543 $ 483 $ 412 

of"*^23^ related to workforce reductions 
Also, $18 million of previously established aSmals primariW for sevS^ ̂ ^trol Solutions and Aerospace segments, 

segments, were returned to income in 2007 d"e maSfJChanges SSSS2 riJZSZT?™ and Aer°SpaCe 
due to fewer employee separations than originally planned associated with prior severance^^rogrems Pr°gramS a"d 

accruals, primarily for severance at our Aerospace TransrortMinnqv!^^ c • ,^ °n,°f Previously established 
income in 2006 do. mnmly m change* in the Lpi of **" " 
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fewer employee separations than originally planned associated with prior Aerospace severance programs. 

we r|°op.'zed repositioning charges totaling $267 million primarily for severance costs related to workforce reductions 

ot 5,269 manufacturing and administrative positions across all of our segments including the implementation of a new 

organizational structure in our Aerospace segment (substantially implemented in the third quarter of 2005) which reorganized our 

Aerospace businesses to better align with customer segments. Also, $25 million of previously established accruals, primarily for 
severance at our Corporate, Specialty Materials and Automation and Control Solutions segments were returned to income in 2005. 
The reversal of severance liabilities related to changes in the scope of previously announced severance programs, excise taxes 

related to an executive severance piount previously paid which were determined to no longer be payable, and severance amounts 

previously paid to an outside service provider as part of an outsourcing arrangement which were refunded to Honeywell. 

The following table summarizes the status of our total repositioning reserves. 

Balance at December 31,2004 

2005 charges 
2005 usage 
Adjustments 

Balance at December 31,2005 

2006 charges 
2006 usage 
Adjustments 

Balance at December 31,2006 

2007 charges 
2007 usage 
Adjustments 

Balance at December 31,2007 

Severance Asset Exit 
Costs Impairments Costs Total 

$ 97 $ — $ 19 $ 116 

248 5 14 267 
(156) (5) (15) (176) 
(21) — (4) (25) 

168 — 14 182 

102 15 7 124 
(134) (15) (8) (157) 
(18) — (4) (22) 

118 — 9 127 

186 14 9 209 
(85) (14) (7) (106) 
(18) — — (18) 

$ 201 $ — $ 11 $ 212 

In 2007, we recognized a charge of $225 million for environmental liabilities deemed probable and reasonably estimable during 
the year. We recognized asbestos related litigation charges, net of insurance, of $100 million which are discussed in Note 21 We 
recognized other charges of $18 million for a business sales tax related to a prior divestiture ($8 million) and for contemplated 
settlements of certain legal matters ($10 mil ion). We also recognized impairment charges of $9 million related to the write-down 
of property, plant and equipment held for sale in our Specialty Materials segment. 

In 2006, we recognized a charge of $210 million for environmental liabilities deemed probable and reasonably estimable during 
the year. We recognized asbestos related litigation charges, net of insurance, of $126 million which are discussed in Note 21. We 
recognized other charges of $51 million related to our Corporate segment primarily for the settlement of a property damage claim 
litigation matter in Brunswick, G A and our entrance into a plea agreement related to an environmental matter at our Baton Rouge 
LA facility. We recognized impairment charges of $12 million related to the write- down of property, plant and equipment held ' 
for sale m our Specialty Matenals segment. We also recognized a credit of $18 million in connection with an arbitration award for 
overcharges by a supplier of phenol to our Specialty Materials business for 2005 transactions. 

In 2005, we recognized a charge of $186 million for environmental liabilities deemed probable and reasonably estimable during 
the year. We recognized asbestos related litigation charges, net of insurance, of $10 million which are discussed in Note 21 We recoffni7ed a nremt nf .\fi7 millmn m v recopized a credit of $67 million in 
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connection with an arbitration award for overcharges by a supplier of phenol to our Specialty Materials business from June 2003 
through the end of 2004. We recognized impairment charges of $23 million related to the write-down of property, plant and 
equipment held and used m our Specialty Materials segment. We also recognized other charges of $18 million principally related 
million)1011 * a8reement for ^ Corporate headquarters facility ($10 million) and for various legal settlements ($7 

Note 4—Other (Income)/Expense 

Gain on sale of non-strategic businesses and assets 
Equity (income)/loss of affiliated companies 
Interest income 
Foreign exchange 
Other (net) 

Years Ended December 31, 
2007 2006 2005 

$ (19) $ (30) $ (36) 
(10) (13) (134)(1) 
(81) (94) (84) 
34 18 21 
23 8 2 

$ (53) $ (111) $ (231) 

(1) Includes equity income of $107 million in 2005 from UOP (acquisition to full ownership in November 2005). 
Note 5—Interest and Other Financial Charges 

Years Ended December 31, 
2007 2006 2005 

$ 478 $ 396 $ 373 
(22) (22) (17) 

$ 456 $ 374 $ 356 

Total interest and other financial charges 
Less—capitalized interest 

The weighted average interest rate on short-term borrowings and commercial paper outstanding at December 31,2007 and 2006 
was 4.65 percent and 5.67 percent, respectively. 
Note 6—Income Taxes 

Income from continuing operations before taxes 

Years Ended December 31, 
2007 2006 2005 

United States $ 2,084 $ 1,882 $ 1530 
Forei& 1,237 916 766 

$ 3,321 $ 2,798 $ 2,296 
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Years Ended December 31, 

United States 
Foreign 

Tax expense consist of: 
Current: 
United States 
State. 
Foreign 

Deferred: 
United States 
State 
Foreign 

2007 2006 2005 
$ 542 $ 412 $ 427 

335 308 305 

• $ " 877 $ 720 $ 732 

Years Ended December 31 
2007 2006 2005 

$ 249 $ (39) $ 395 
64 26 19 

' 232 283 276 

545 270 690 

225 376 19 
4 49 (6) 

103 25 29 

332 450 42 

$ 877 $ 720 $ 732 

The U.S. statutory federal income tax rate is reconciled to our effective income 
tax rate as follows: 

Statutory U.S. federal income tax rate 
Taxes on foreign earnings below U.S. tax rate (1) 
Asset basis differences 
Nondeductible amortization 
State income taxes (1) 
Tax benefits on export sales 
Domestic Manufacturing Deduction 
ESOP Di vidend Tax Benefit 
Tax credits 
Equity income 
Repatriation expense related to American Jobs Creation Act of 2004 
Audit Settlements 
All other items—net 

Years Ended December 31, 
2007 2006 2005 

35.0 % 35.0 % 35.0 % 
(4-6) (4.0) (1.4) 

— — (3.6) 
— •— .6 
.9 1.7 .7 

— (1.9) (3.3) 
(.8) (-3) (.3) 
(.5) (-7) ( 9 )  
(.6) (•7) (•5) 
— — (.5) 
— — 6.8 

(2.9) (2.9) (.6) 
( 1 )  (.5) ( 1 )  

26.4 % 25.7 % 31.9 % 

(1) Net of changes in valuation allowance. 
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Deferred tax assets (liabilities) 

Deferred income taxes represent the future tax effects of transactions which are reported in different periods for tax and financial 
and°payfbEreeaSs follo^: temporary differences and tax carryforwards which give rise to future income tax benefits 

December 31, 

Property, plant and equipment basis differences 
Postretirement benefits other than pensions and post employment benefits 
Investment and other asset basis differences. 
Other accrued items 
Net operating and capital losses 
Tax credits 
Undistributed earnings of subsidiaries 
All other items—net 

Valuation allowance 

2007 2006 
(563 ) $ (608) 
770 747 

(376) (396 ) 
1,025 1,567 

783 786 
33 315 

(40) (40) 
(21) 43 

1,611 2,414 
(490) (516) 

1,121 $ 1,898 

There were $32 million of U.S. federal tax net operating losses available for carryforward at December 31 2007 which were 
generated by certain subsidiaries pnor to their acquisition and have expiration dates through 2024. The use of pre-acquisition 

ISfStK JeCt t0'lmitat'ons imposed by the Internal Revenue Code. We do not anticipate that these limitations will 
, n <?rryi?r^A^lS t0 ^eir exPlratI0n- Various subsidiaries have state tax net operating loss carryforwards 

irr ' ul varying expiration dates through 2026. We have U.S. federal capital losses writable for 
At w 2 million which expire in 2011 and state capital losses available for carryforward of $286 million with varying 

nf if'ii^6 w°u  antlClpa!e"smg c|Pltal losses before expiration. We also have foreign net operating and camtal 
losses of $2.6 billion which are available to reduce future income tax payments in several countries, subject to varying expiration 

We have state tax credit carryforwards of $42 million at December 31, 2007, including carryforwards of $29 million with 
various expiration dates through 2027 and tax credits of $13 million which are not subject to expiration In addition we have $5 

C^l'ba°k ™ Canyf0Ward on "» US'Meral 31,2007 with 

JSf^alU OAOA alI7™Cce against deferred tax assets was decreased by $26 million in 2007 and increased by $39 and $139 
million m 2006 and 2005, respectively. The 2007 decrease in the valuation allowance was primarily due to a decrease in valuation 

• ° itatC a,nd foreif.n net operating josses partially offset by a valuation allowance against U.S. capital losses. 
The 2006 increase in the valuation allowance was primarily due to an increase in foreign net operating losses attributable to 
acquired businesses not expected to be realized and a partial valuation allowance against a deferred tax asset established in 
SrenmpaWc? ^ ^ ̂  ^ * 3 deCre3Se * taX net of 

Federal income taxes have not been provided on undistributed earnings of the majority of our international subsidiaries as it is 
rerajest.theseearnings rato the respective businesses. At December 31, 2007 Honeywell has not provided for U S 

lrS,wT a, wlthhold!ng ^ on approximately $4.1 billion of such earnings of our non-U.S. operations It is not" 
| j estimate the amount of tax that might be payable if some or all of such earnings were to be remitted and foreign tax 

credits would be available to reduce or eliminate the resulting U.S. income tax liability. ' 
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As of January 1,2007, we adopted the provisions ofFIN 48 as described in Note 1. As of that date, we had $744 million of 

umecognized tax benefits. If recognzed approximately $575 million would be recorded as a component of incometaxexpense 
w December 31,2007, the Company decreased its unrecognized tax benefits by $78 million due to the tax benefit 

from the favorable resolution of tax audits, partially offset by foreign currency translation and additional reserves for various 
ttSrS.d CAIPH aU^1 matters: net decrease was recorded as a benefit to income tax expense. As of December 31 

,B'If rec°8«ized- H-o-i—ly S547 would bu recorded ae . ' 

The following table summarizes the activity related to our unrecognized tax benefits: 

Balance at January 1,2007 
Gross increases related to current period tax positions 
Gross increases related to prior periods tax positions 

Total 
$ 744 

68 

Gross decreases related to prior periods tax positions (167) 
Decrease related to settlements with Tax Authorities 
Expiration of the statute of limitations for the assessment of taxes 
Foreign Currency Translation 

(101 ) 

22 

666 Balance at December 31,2007 j 

uncertain tax positions are related to tax years that remain subject to examination by the relevant tax 
authorities. The following table summarizes these open tax years by major jurisdiction as of December 31,2007: 

Jurisdiction 

United States (1) 
United Kingdom 
Canada (1) 
Germany (1) 
France 
Netherlands 
Australia 
China 
India 

Open Tax Year 
Examination 

in Examination not yet 
progress initiated 

1998 - 2006 2007 
2001 - 2005 2006 - 2007 
2002 - 2004 2005-2007 
1998-2004 2005 - 2007 
2000 - 2006 2007 

2002 2004 - 2007 
N/A 2003 - 2007 
N/A 1997-2007 

1999 - 2005 2006-2007 

(1) includes federal as well as state, provincial or similar local jurisdictions, as applicable 
• °" 0utc®ml0f *ese examinations, or as a result of the expiration of statute of limitations for specific jurisdictions it 
is reasonably possible that the related unrecognized tax benefits for tax positions taken regarding previously filed tax returns will 
rtmlnffe ' r recorded as liabilities for uncertain tax positions in our financial statements. In addition, the 
outcome of these examinations may impact the valuation of certain deferred tax assets (such as net operating losses) in future 
periods. Based on the number of tax years currently under audit by the relevant U.S federal, state and foreim tax authorities the 
Company anticipates that several of these audits may be finalized in the foreseeable future. However, based on the status of these 
examinations, and the protocol of finalizing audits by the relevant tax authorities, which could include formal legal proceedings at 
positSs 18 P t0 eStimatC thC impaCt 0fany amount ofsuch "hang*, if any, to previously rec™dedSert2n Sx 8 ' positions. 
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thC ab.°ve, lisi3d examinations in progress were $502 million and $373 million as of January 1, 

2007 and December 31 2007, respectively. This decrease is primarily due to the settlement of tax examinations during the year. 
andP^tieS.'-elated to ^underpayment of income taxes are classified as a component of Tax Expense in the 

Consolidated Statement of Operations and totaled $20 million for the twelve months ended December 31,2007 Accrued interest 
and penalties were $98 million and $118 million as of January 1,2007 and December 31,2007, respectively. 
Note 7—Earnings (Loss) Per Share 

The following table sets forth the computations of basic and diluted earnings (loss) per share: 

2006 2007 
Assuming 
Dilution 

2005 

Income 
Income from continuing 

Basic Dilution 

Income horn discontinued 
operations, net of taxes 
Cumulative effect of 
accounting change, net of 
taxes 

Net income 

Average shares 

2,444 $ 2,444 $ 2,078 

5 

Dilutive securities issuable in 
connection with stock plans 

2,444 

764,543,613 

764,543,613 

764,543,613 

9,683,868 

774,227,481 

2,444 S 2,083 

820,845,838 

Earnings flossl per share of 
common stock 
Income from continuing 
operations 
Income from discontinued 
operations, net of taxes 
Cumulative effect of 
accounting change, net of 
taxes 

Net income 

3.20 $ 3.16 $ 

820,845,838 

2.53 

0.01 

2,078 

5 

2^)83 

820,845,838 

5,432,435 

826,278,273 

2.51 

0.01 

Basic 

$ 3.20 $ 3.16 $ 2.54 $ 2.52 $ 

1,564 

95 

(21) 

1,638 

848,740,395 

848,740395 

1.85 

0.11 

(0.03) 

1.93 

Dilution 

1,564 

95 

(21) 

1,638 

848,740,395 

3,594,592 

852,334,987 

1.84 

0.11 

(0.03) 

1.92 

In 2007,2006 and 2005, the diluted earnings per share calculation excludes the effect of stock options when the options' 
exercise prices exceed die average market price of the common shares during the period. In 2007,2006 and 2005 the number of 

Note 8—Accounts, Notes and Other Receivables 

December 31, 

Trade 
Other 

Less—Allowance for doubtful accounts 

2007 2006 
6,070 $ 5,373 

498 584 

6,568 5,957 
(181) (217) 

$ 6,387 $ 5,740 
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Ĵ d̂ c0cn0"nts Receiyable includes $946 and $808 million of unbilled balances under long-term contracts as of December 31 
We Sf ̂  billed in accord™.* wilb (he tare of the eSiZS B whiST^efett 

hvMn m l̂ tf Vn a®Pat̂ d P?de accounts receivables to third parties. The sold receivables are over-collateralized 
by $101 million at December 31,2007 and we retam a subordinated interest in the pool of receivables representing that 
over-collateralization as well as an undivided mterest in the balance of the receivables pools. New receivables are sold under the 
agreement as previously sold receivables are collected. Losses are recognized when our interest in the receivables are sold The 
retained interests hi the receivables are shown at the amounts expected tobe collected™and such cSngvalue 
SreSî abTes  ̂rctamed mterests' We m compensated for our services in the collection and administration of 

December 31, 
2007 2006 

Designated pools of trade receivables <g 
Interest sold to third parties 

1,322 
(500) 

$ 1,250 
(500) 

Retained interest j 822 $ 750 

incS°duriiX?ee^rsbleS $29'$2? $18 mi,lion in 2007>2006 and 2°°5, respectively. No credit losses were 

Note 9—Inventories 

December 31, 
2007 2006 

Raw materials j 
Work in process 
Finished products 

1,692 
870 

1,501 

$ 1,625 
808 

1,342 

Less— 
4,063 3,775 

Progress payments 
Reduction to LIFO cost basis 

(3) 
(199) 

(17) 
(170) 

$ 3,861 $ 3,588 

Inventories valued at LIFO amounted to $247 and $205 million at December 31,2007 and 2006, respectively Had such LIFO 
SSnb?3l! 20$S 2006^respectivelyeir C3nymg ̂  W°UW ^ aPProximately $199 and $170 million higher at 

Note 10—Investments and Long-Term Receivables 

December 31, 

Investments 
2007 2006 

Investments 
$ 40 

223 
237 

$ 49 
206 
127 

Long-term trade and other receivables 
Long—term financing receivables 

$ 40 
223 
237 

$ 49 
206 
127 

$ 500 $ 382 

Long—Tenri Trade and Other Receivables includes $63 and $68 million of unbilled balances under long-term contracts as of 
bS"md 2006, ^espec,,™1y• •""* am°u,"s billed accorf«»:eoffiSlSSSi« 

which they relate. 
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Note 11—Property, Plant and Equipment 

December 31, 
2007 2006 

Land and improvements $ 409 $ 4108 
Machinery and equipment 10,243 9,888 
Buildings and improvements 2,244 2,056 
Construction in progress 466 447 

13,362 12,799 
Less—Accumulated depreciation and amortization (8,377) (8,002 ) 

$ 4,985 $ 4,797 

Depreciation expense was $675, $650 and $578 million in 2007,2006 and 2005, respectively. 
Note 12—Goodwill and Other Intangibles—Net 
The change in the carrying amount of goodwill for the years ended December 31,2007 and 2006 by segment are as follows: 

December 31, 
2006 Acquisitions Divestitures 

Currency 
Translation 
Adjustment 

December 31, 
2007 

Aerospace 
Automation and Control Solutions 
Specialty Materials 
Transportation Systems 

$ 1,745 
4,959 
1,151 

548 

$ 180 
547 

2 

$ 

(6) 

$ 14 
23 
9 
3 

$ 1,939 
5,529 
1,156 

551 

$ 8,403 $ 729 $ (6) $ 49 $ 9,175 

December 31, 
2005 Acquisitions Divestitures 

Currency 
Translation 
Adjustment 

December 31, 
2006 

Aerospace 
Automation and Control Solutions 
Specialty Materials 
Transportation Systems 

$ 1,723 
4,333 
1,066 

538 

$ 
572 
80 

$ 

(4) 

$ 22 
54 
9 

10 

$ 1,745 
4,959 
1,151 

548 

$ 7,660 $ 652 $ (4) $ 95 $ 8,403 

Intangible assets are comprised of: 

Gross 
Carrying 
Amount 

December 31,2007 

Accumulated 
Amortization 

Net 
Carrying 
Amount 

Gross 
Carrying 
Amount 

December 31,2006 

Accumulated 
Amortization 

Net 
Carrying 
Amount 

Intangible assets with determinable lives: 
Patents and technology 
Customer relationships 
Trademarks 
Other 

$ 965 
682 
192 
458 

$ (407) 
(113) 
(35) 

(351) 

$ 558 
569 
157 
107 

$ 801 
462 
101 
512 

$ (301) 
(60) 
(16) 

(359) 

$ 500 
402 

85 
153 

2297 (906) 1,391 1,876 (736) 1,140 

Trademarks with indefinite lives 107 — 107 107 — 107 

$ 2,404 $ (906) $ 1,498 $ 1,983 $ (736) $ 1,247 
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Intangible assets amortization expense was $162, $144 and $75 million in 2007,2006 and 2005, respectively. Estimated 

five years aPProx'mates $190 million in 2008, $190 million in 2009, 
$ 180 million in 2010, $ 160 million in 2011 and $ 140 million m 2012. 
Note 13—Accrued Liabilities 

Compensation, benefit and other employee related 
Customer advances and deferred income 
Income taxes 
Environmental costs 
Asbestos related liabilities 
Product warranties and performance guarantees 
Restructuring 
Other taxes (payroll, sales, VAT etc.) 
Insurance 
Accrued interest 
Other (primarily operating expenses) 

December 31, 
2007 2006 

1,472 $ 1,138 
1,259 1,067 

320 418 
311 251 
250 557 
380 347 
212 127 
195 124 
96 110 

126 116 
1,120 1,208 

$ 5,741 $ 5,463 
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Note 14—Long-term Debt and Credit Agreements 

December 31, 
2007 2006 

7.0% notes due 2007 $ — 350 
7Vg% notes due 2008 200 200 
6.20% notes due 2008 200 200 
Floating rate notes due 2009 500 — 

Floating rate notes due 2009 300 300 
Zero coupon bonds and money multiplier notes, 
13.0%-14.26%, due 2009 100 100 
Floating rate notes due 2009-2011 220 239 
7.50% notes due 2010 1,000 1,000 
6'/g% notes due 2011 500 500 
5.625% notes due 2012 400 — 

5.40% notes due 2016 400 400 
5.30% notes due 2017 400 — 

Industrial development bond obligations, floating rate 
maturing at various dates through 2037 60 65 

65/8% debentures due 2028 216 216 
9.065% debentures due 2033 51 51 
5.70% notes due 2036 550 550 
5.70% notes due 2037 600 — 

Other (including capitalized leases), 1.54%-15.50%, 
maturing at various dates through 2017 140 161 

5,837 4,332 
Less—current portion (418) (423) 

$ 5,419 $ 3,909 

The schedule of principal payments on long-term debt is as follows: 

At December 31, 
2007 

2008 $ 418 
2009 1,024 
2010 1,121 
2011 533 
2012 401 
Thereafter 2,340 

5,837 
Less—current portion (418) 

$ 5,419 

We maintain a $2.8 billion five year revolving credit facility with a group of banks, arranged by Citigroup Global Markets Inc. 
and J.P.Morgan Securities Inc. This credit facility contains a $700 million sub-limit for the issuance of letters of credit. The $2.8 
billion credit facility is maintained for general corporate purposes, including support for the issuance of commercial paper. We 
had no borrowings outstanding or letters of credit issued under the credit facility at December 31,2007. 

The credit agreement does not restrict our ability to pay dividends and contains no financial covenants. The failure to comply 
with customary conditions or the occurrence of customary events of default contained in the credit agreement would prevent any 
further borrowings and would generally require the repayment of any outstanding borrowings under the credit agreement. Such 
events of 
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NOIK TO^ANCllJlTA^mNr^CoS.d) 

£3ssssssSd5^^i^5^£3t^j«s^^ •- •^^•,,2^s^s£tsssas^• 
percent or more of our voting stock, or, during any 1 l^fnthTeriol ^HiW,?^ °f f °Up aCSVlres beneficial ownership of 30 

isrsfiMfbSr • rfr *  ^ ^ o f  H o n e y w e " "  
fee of 0.05 percent per aunm on tie S^SKSS? °° lta M'y H2°12- We l»v> agreed to p,y a facility 

S?Sr^ 

decrease m our debt ratings or a material adverse change ' agreement is not subject to termination based upon a 

2037 (collectively, the '^otes^^Notes wesmior unse^m^^^ million 5.70% Senior Notes due 

with all of Honeywell's existing and future senior unse^red^eht °bhgat,10ns of Honeywell and rank equally 

°f $1 bi"i0n' ̂  by $12 mi,,i0n in S Sub0rdinated debt- The offering 

rank equally with all of Honeywell's existing and future senior unsecured Heht a A ™®ub°r(b5ated obligations of Honeywell and 

tMOn i«n •"** " 53 mafa to disc= S"b0^di,"tt<, **• 

proceeds from tie Senior Notes wet?S wreiay cottm"Sl°]^r7'0% NOIeS' I""mniy issuance of the Notes. The 
Note 15—Lease Commitments 

y£S SMS^" °pm0ns "«• ̂  »' noncattcellabie lease tons in encess of one 

At December 31, 
2008 2007 

2009 $ 327 
2010 233 
2011 164 
2012 120 
Thereafter 77 

264 

$ 1,185 

upW» rnsroSTSnd̂ n'r a" ̂  ">» initial tenns of 
leases, we may at our option P J t0 customaiT conditions. At any time during the tenns of some of our 
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(Dollars in millions, except per share amounts) 
purchase the leased assets for amounts that approximate fair value. We do not expect that any of our commitments "nrW the lease 
agreements will have a material adverse effect on our consolidated results of operations, financial position or liquidity. 

Rent expense was $365, $341 and $326 million in 2007,2006 and 2005, respectively. 
Note 16—Financial Instruments 
Credit and Market Risk—Financial instruments, including derivatives, expose us to counterparty credit risk for nonperformance 

and to market risk related to changes in interest or currency exchange rates. We manage our exposure to counterparty credit risk 
through specific minimum credit standards, diversification of counterparties, and procedures to monitor concentrations of credit 
risk. Our counterparties in derivative transactions are substantial investment and commercial banks with significant experience 
using such derivative instruments. We monitor the impact of market risk on die fair value and cash flows of our derivative and 
other financial instruments considering reasonably possible changes in interest and currency exchange rates and restrict the use of 
derivative financial instruments to hedging activities. 

We continually monitor the creditworthiness of our customers to which we grant credit terms in the normal course of business. 
While concentrations of credit risk associated with our trade accounts and notes receivable are considered minimal due to our 
diverse customer base, a significant portion of our customers are in the commercial air transport industry (aircraft manufacturers 
and airlines) accounting for approximately 21 percent of our consolidated sales in 2007. The terms and conditions of our credit 
sales are designed to mitigate or eliminate concentrations of credit risk with any single customer. Our sales are not materially 
dependent on a single customer or a small group of customers. 

Foreign Currency Risk Management—We conduct our business on a multinational basis in a wide variety of foreign 
currencies. Our exposure to market risk for changes in foreign currency exchange rates arises from international financing 
activities between subsidiaries, foreign currency denominated monetary assets and liabilities and anticipated transactions arising 
from international trade. Our objective is to preserve the economic value of non-functional currency denominated cash flows. We 
attempt to hedge transaction exposures with natural offsets to the fullest extent possible and, once these opportunities have been 
exhausted, through foreign currency forward and option agreements with third parties. Our principal currency exposures relate to 
the U.S. dollar, Euro, British pound, Canadian dollar, Hong Kong dollar, Mexican peso, Swiss franc, Czech koruna, Chinese 
renminbi and Japanese yen. 

We hedge monetary assets and liabilities denominated in non-functional currencies. Prior to conversion into U.S dollars, these 
assets and liabilities are remeasured at spot exchange rates in effect on the balance sheet date. The effects of changes in spot rates 
are recognized in earnings and included in Other/(Income) Expense. We hedge our exposure to changes in foreign exchange rates 
principally with forward contracts. Forward contracts are marked-to-market with the resulting gains and losses similarly 
recognized in earnings offsetting the gains and losses on the non-functional currency denominated monetary assets and liabilities 
being hedged. 

We partially hedge forecasted 2008 sales and purchases denominated in non-functional currencies with currency forward 
contracts. When a functional currency strengthens against nonfunctional currencies, the decline in value of forecasted 
non-functional currency cash inflows (sales) or outflows (purchases) is partially offset by the recognition of gains (sales) and 
losses (purchases), respectively, in the value of the forward contracts designated as hedges. Conversely, when a functional 
currency weakens against non-functional currencies, the increase in value of forecasted nonfunctional currency cash inflows 
(sales) or outflows (purchases) is partially offset by the recognition of losses (sales) and gains (purchases), respectively, in the 
value of the forward contracts 
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3?ssr "• ~optad emin8s ̂  ̂  ̂  » 

W ŝmmmmm-smmmmssm-
Assets 
Long-term receivables 
Interest rate swap agreements 
Foreign currency exchange contracts 
Forward commodity contracts 
Liabilities 
Long-term debt and related current maturities 
Foreign currency exchange contracts 
Forward commodity contracts 

December 31,2007 
Carrying Fair 

Value Value 

December 31,2006 
Carrying Fair 

Value Value 

460 
20 
22 

(5,837 ) 
(18)  

$ 428 
20 
22 

(5,928 ) 
( 1 8 )  

$ 333 
3 
3 

(4,332 ) 
(3) 

(9) 

$ 306 
3 
3 

(4,521 ) 
(3) 

(9) 
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Note 17—Other Liabilities 

Other liabilities consist of the following: 

December 31, 
2007 2006 

Pension and other employee related $ 1,536 $ 1,748 
Environmental 488 580 
Income taxes 416 575 
Insurance 143 134 
Asset retirement obligations (1) 93 92 
Deferred income 69 56 
Other 314 288 

$ 3,059 $ 3,473 

(1) Asset retirement obligations primarily relate to costs associated with the future retirement of nuclear fuel conversion 
facilities in our Specialty Materials segment and the future retirement of facilities in our Automation and Control Solutions 
segment. 

A reconciliation of our liability for asset retirement obligations for the year ended December 31,2007, is as follows: 

Balance at December 31,2006 $ 92 
Liabilities settled (3 ) 
Adjustments — 
Accretion expense 4 

Balance at December 31,2007 $ 93 

Note 18—Capital Stock 
We are authorized to issue up to 2,000,000,000 shares of common stock, with a par value of one dollar. Common shareowners 

are entitled to receive such dividends as may be declared by the Board, are entitled to one vote per share, and are entitled, in the 
event of liquidation, to share ratably in all the assets of Honeywell which are available for distribution to the common 
shareowners. Common shareowners do not have preemptive or conversion rights. Shares of common stock issued and outstanding 
or held in the treasury are not liable to further calls or assessments. There are no restrictions on us relative to dividends or the 
repurchase or redemption of common stock. 

Under the Company's previously reported $3.0 billion share repurchase program, $2.7 billion remained available as of 
December 31,2007 for additional share repurchases. The amount and timing of repurchases may vary depending on market 
conditions and the level of other investing activities. 

We are authorized to issue up to 40,000,000 shares of preferred stock, without par value, and can determine the number of shares 
of each series, and the rights, preferences and limitations of each series. At December 31,2007, there was no preferred stock 
outstanding. 
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Note 19—Accumulated Other Comprehensive Income (Loss) 

«— ofShareownm' Equity. The 

Year Ended December ai. rmn 
Foreign exchange translation adjustments 
Change in fair value of effective cash flow hedges 
Pension and postretirement benefit adjustment 

Year Ended December ti 
Foreign exchange translation adjustments 
Change in fair value of effective cash flow hedges 
Minimum pension liability adjustment 
Pension and postretirement benefit adjustment 

Year Ended December 31. 
Foreign exchange translation adjustments 
Minimum pension liability adjustment 

Pretax Tax 
After-
Tax 

$ 248 $ $ 248 
(5)  2 (3)  

803 (285) 518 

$ 1,046 $ (283 ) $ 763 

$ 233 $ $ 233 
(5)  2 (3)  

268 (72) 196 
(2,620) 912 (1,708) 

$ (2,124) $ 842 $ (1,282) 

$ (147) $ $ (147) 
(26) 10 (16) 

$ (173) $ 10 $ (163) 
The components of Accumulated Other Comprehensive Income (Loss) are as follows: 

Cumulative foreign exchange translation adjustments 
Fair value of effective cash flow hedges 
Pension and postretirement benefit adjustment 

December 31, 
2007 2006 

823 
2 

(1,369 ) 

575 
5 

(1,887 ) 

$ (544) $ (1,307) 
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Note 20—Stock—Based Compensation Plans 

We have stock-based compensation plans available to grant non-qualified stock options incentive stock notion® ®t«nv-
appreciation rights, restricted units and restricted stock to key employees. Under the 2006 Stock Incentive Plan of Honevwell 
bec^e effective OT AnrifS S^ Pkn)'which was approved by the shareowners at the Annual Meeting of ShareoSLis and 
+K<«t + ? April ^ > 2006, a maximum of 43 million shares of Honeywell common stock may be awarded We exnert 
^7S°U1fpta^^1«"^baS^,Wi!lbebemee,110i"d '•5P^'»ft»«lco^Lk"SSnrFX!»g 
pproval ot the Plan oni April 24,2006, we will not grant any new awards under any previously existing stock-based 
5Sr f'T- £ddltl0na,ly' ™der lhe 2006 Stock Plan for Non-Employee Directors of HoneXdl Mernadoll Inc fthe 
24 2006 Sn'noS wasfaPProved by ^ shareowners at the Annual Meeting of Shareowners and became effective on April 
N o n - E ^ l o y f e ' ^  P l a n  w ^ t a o e d  ̂  1 9 9 4  S t o c k  P , a n  

rec w 1Sh °n 813111 a/ld may not be less 411311 the fair market value per share of our stock on that date The fair value is 
eSl ll!? expense over the employee's requisite service period (generally the vesting period Sf riwd)%Save 

extended to S e_ye3r pen°d and exPire after ten years- Starting 2007 option grants the vesting period was 

v^iS";*'fit!?'e3^h T1^ ayar,d is eitimated on the date of grant using the Black-Scholes option-pricing model Expected 
m^li t A ^ °n lmp j volatilities from traded options on Honeywell common stock. We used a Monte Carlo simulation 
Sev * d3ive 211 exPefted term- Such model uses historical data to estimate option exercise activity^Z^st-^t tSnSn 

•a\ ° ? expected term represents an estimate of the time options are expected to remain outstanding The risk-free rate for 
periods within the contractual life of the option is based on the U.S. treasury yield curve in effect at AetiLofSt 

C0St °nf prf~tax ba®'s related 40 st<>ck options recognized in operating results (included in selling general and 
administrative expenses) under SFAS No. 123R in 2007 and 2006 was $65 and $77 million respective^ 
income tax benefit recognized in 2007 and 2006 was $25 and $28 million, respectively. Compensation cost related to stock 
options recognized m our Consolidated Statement of Operations in 2007 and 2006 includes (1) compensation cost for stock ootion 
awarck granted prior to, but not yet vested as of December 31,2005, based on the grant-date 
D™K,fTnrr^nS 1?3and (2) compensation cost for stock option awards granted subsequent to 

cember 31,2005, based on the grant date fan value estimated in accordance with the provisions of SFAS No. 123R. 
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The following table illustrates the effect on net income and earnings per share as if we had applied the fair value recognition 

provisions of SFAS No. 123 in 2005, the year prior to the adoption of FAS No. 123R. 

2005 
Net income, as reported j j 
Deduct: Total stock-based employee compensation cost determined under fair value method for stock option 
plans, net of related tax effects (53 ^ 

Pro forma net income $ 1,585 

Earnings per share of common stock: 
Basic—as reported 5 

Basic—pro forma j 

Earnings per share of common stock: 
Assuming dilution—as reported $ 

1.93 

1.87 

1.92 

1.86 Assuming dilution—pro forma $ 

The following table sets forth fair value per share information, including related weighted-average assumptions used to 
determine compensation cost consistent with the requirements of SFAS No. 123R in 2007 and 2006, and SFAS No. 123 in 2005. 

Weighted average fair value per share of options granted during the 
year(l) 
Assumptions: 
Expected annual dividend yield 
Expected volatility 
Risk-free rate of return 
Expected option term (years) 

Years Ended December 31, 
2007 2006 2005 

10.27 $ 9.44 $ 10.67 

2.09 % 2.15 % 2.4 % 
20.18 % 22.32 % 34.8 % 

4.66 % 4.63 % 3.7 % 
5.3 5.0 5.0 

(1) Estimated on date of grant using Black-Scholes option-pricing model. 
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The following table summarizes information about stock option activity for the three years ended December 31,2007: 

Outstanding at December 31,2004 
Granted 
Exercised 
Lapsed or canceled 

Outstanding at December 31,2005 
Granted 
Exercised 
Lapsed or canceled 

Outstanding at December 31,2006 
Granted 
Exercised 
Lapsed or canceled 

Outstanding at December 31,2007 

Vested and expected to vest at December 31,2007(1) 

Exercisable at December 31,2007 

Nnmber of 
Options 

Weighted 
Average 
Exercise 

Price 
58,524,929 $ 38.09 
10,327,350 36.75 
(5,372,501 ) 29.07 
(4,261,523 ) 40.46 

59,218,255 38.50 
9,193,200 42.35 

(11,466,491 ) 33.61 
(2,712,287) 42.27 

54,232^677 39.98 
5,963,500 47.59 

(16,037,530 ) 36.95 
(2,761,278 ) 45.74 

41,397,369 $ 41.88 

39,026,398 $ 41.70 

28,624,279 $ 41.14 

O ^j0^sPeCteC*t0 VCSt °Pt'ons are l^e result of applying the pre-vesting forfeiture rate assumption to total outstanding 

The following table summarizes information about stock options outstanding and exercisable at December 31,2007: 

Range of exercise prices 

Options Outstanding 

Weighted 

Number 
Weighted 
Average 

Average 
Exercise 

Aggregate 
Intrinsic Number 

Options Exercisable 

Weighted 
Average 
Exercise 

Aggregate 
Intrinsic 

$21.75-532.99 
S33.00-S39.99 
$40.00—$49.99 
S50.00-S74.95 

3,158,742 
17,183,835 
15,232,246 
5,822,546 

5.15 
5.49 
7.50 
2.16 

$ 24.20 
35.98 
44.44 
62.19 

$ 118 
440 
261 

3 

3,146,342 
14,712,835 
5,184,431 
5,580,671 

rnce 

$ 24.19 
35.87 
43.26 
62.60 

value 

$ 118 
378 
95 

1 

41,397,369 5.73 41.88 $ 822 28,624279 41.14 $ 592 

(1) Average remaining contractual life in years. 
There were 37,902,956 mid 42,416,585 options exercisable at weighted average exercise prices of $40.16 and $40 01 at 

SSrXs^ * DeceZm 3 l! 2007CCtIVe y' ^ 38*279'009 shares availab,e for foture Srants ™der the terms of our stock 

^n?ic.value 9f options (which is the amount by which the stock price exceeded the exercise price of the options on 
Lf rfch r^pXerH fi6 e*5cised dunnf 2007 and 2006 was 5281 and $92 million, respectively. During 2007 and 2006, the amount 

HUI6 eXnrC,Se 0 0 "Pt'ons was $592 and $385 million, respectively, with an associated tax benefit 
realized of $101 and1 $31 million, respectively. Consistent with the requirements of SFAS No. 123R, in 2007 and 2006 we 
classified $86 and $31 million, respectively, of this benefit as a financing cash inflow in the Consolidated Statement of Cash 



Flows, and the balance was classified as cash from operations 

to. tottd ,„ nested tok opto 
dunng 2007 and 2006 was $83 and ^million, respective!^ years'7116 total fair value of options vested 
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unitWh^frtif stock unit (RSU) awards entitle the holder to receive one share of common stock for each 
urnt when the units vest. RSU s are issued to certain key employees at fair market value at the date of grant as compensation 
S vSg mC V °VCr PC 131181118 fr°m 1̂0 S6V6n years md 316 Payable in Honeywell common stock 

The following table summarizes infonnation about RSU activity for the three years December 31,2007: 

Number of 
Restricted 

Stock Units 

Weighted 
Average 

Grant Date 
Fair Value 

Per 
Share 

3,691,556 $ 31.20 
1,163,984 $ 37.39 
(424,175 ) $ 32.84 
(465,834) $ 30.11 

3,965,531 $ 32.97 
1,948,650 $ 39.11 
(759,015) $ 30.04 
(403,167) $ 34.25 

4,751,999 $ 35.85 
1,980,850 $ 54.47 
(372,105 ) $ 32.48 
(503,747 ) $ 37.93 

5,856,997 $ 42.18 

Non-vested at December 31,2004 
Granted 
Vested 
Forfeited 

Non-vested at December 31,2005 
Granted 
Vested 
Forfeited 

Non-vested at December 31,2006 
Granted 
Vested 
Forfeited 

Non-vested at December 31,2007 

As of December 31,2007, there was approximately $ 153 million of total unrecognized compensation cost related to non-vested 
RSUs granted under our stock plans which is expected to be recognized over a weighted-average period of 2 06 vears 
Compensation expense related to RSUs was $47, $29 and $24 million in 2007, 2006 and 2005, respectively. ' 
Non-Employee Directors' Plan—Under the Directors' Plan each new director receives a one-time grant of 3,000 shares of 

common stock, subject to specific restrictions. 

t0JiS' Plan,uls  ̂Provjdes foran annual grant to each director of options to purchase 5,000 shares of common stock at the 
fair market value on the date of grant. Options have generally become exercisable over a three-year period and expire after ten 
years. Starting with 2007 option grants, the vesting period was extended to four years. 
Note 21—Commitments and Contingencies 
Environmental Matters 

w!h!lfp!S I6 ^aIi°US ffder31'state' focal. and foreign government requirements relating to the protection of the environment. 
We believe that, as a general matter, our policies, practices and procedures are properly designed to prevent unreasonable risk of 
environmental damage and personal injury and that our handling, manufacture, use and disposal of hazardous or toxic substances 
nf nr^H environmental and safety laws and regulations. However, mainly because of past operations and operations 

anieSt'W6' , oth? engaged in similar businesses, have incurred remedial response and voluntary 
cleanup costs for site contamination and are a party to lawsuits and claims associated with environmental and safety matters 
mchiding past production of products containing toxic substances. Additional lawsuits, claims and costs involving environmental 
matters are likely to continue to arise in the future. 
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•4S y SSSSSKtoSSf "e "J"1."' or jointly with 
It is our policy "o record apmES habflSfor SrvSSSl "LIS5'"'' Jcf°aura 10 ¥Mress onvhonmcSw matters, 

probable and the costs can be reasonably estimated Such hahiKH^ arf kaY d" reme^aI efforts or damage claim payments are 
required to complete the remedial work The recorded linhiiitiM based on our best estimate of the undiscounted future costs sasasaeSS^ggs^ssEsr 
excess of our recorded liabilities We expect to fund exnendihiit^or Zreasonab|y possible environmental loss in 
expenditures depends on a mi of fa?^ from pP^ing cash flow. The timing of cash 

litigation and settlements of remediation liability personaliS?and !fVeSgat,lons 311(1 feasibility studies, the timing of 

projects, remedial techniques to be utilized amUereements wi^oAer nrrtfe^ThTf If lms> regulatory approval of cleanup 
concerning our recorded liabilities for SSS P follOWmg ^ SUmmanzes information 

Beginning of year 
Accruals for environmental matters deemed probable and reasonably estimable 
Environmental liability payments 
Other adjustments (1) 

End of year 

2007 

Years Ended 
December 31, 

2006 2005 
$ 831 $ 879 $ 895 

230 218 186 
(267) (264) (247) 

5 (2) 45 

$ 799 $ 831 $ 879 

(" c,nyi°8 ,a'ue o tM - """ -

Environmental liabilities are included in the following balance sheet accounts: 

Accrued liabilities 

Other liabilities 

December 31, 

2007 2006 

$ 311 
488 

251 
580 

$ 799 $ 831 

future completion of studies,'Itogahonor"^ the amoufnl? of'labilities to be recorded upon 
environmental matters can be deferTned they3 the amount of the ultimate costs associated with 
in the periods recognized or paid H^r Snsidedne Tr nas J °f 0peratl01ns or 0Peratin8 cash flows 
environmental matters will have a material 'adverse effect on our consolidated finSUST'"" eXPC°'""" ,hese 

f0' BS,TKd C0SB °f 
Honeywell site located in Jersey City, New Jersey known as Study Area 7 ?"SA 7"^^ d^68?1 at a Predecessor 

expected to continue to be incurred evenly over a^y^ An^nfi^d1,tUrf haVC been,and are 

th.s remedy to have a material adverse effect on our fie cSklated Ss of P n<>t lmPlementation of 
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The above-referenced site is the most sigmficant of the twenty-one sites located in Hudson County New Jersey that are the 
mmFpfifiQO^p18^? C°nSent °rder ̂ C°) mtered "to with the New Jersey DepartmSEmiionSl ]KS£ 

sitesftheTtoSJSS?Amtf1tl,®ns^dactlvlties .co,nsistent with the ACO have been conducted and are underway at the 
acco^Jtag^StedXve * f" Honc5™'e" AC0 Si,es where Jtr Ike 

' cleaf'11 appear® that approximately 100 sites are at issue, including 17 of the Honeywell ACO Sites sites that the other 

mcmed o, will toy « 4, Publicly Fubdud Ste. H.lSyiSbX.XtoSXLISS Xd Wlhe 
other companies administrative consent orders and, therefore, has no responsibility for those sites At the Honevwell A CD <?itp« 
^L1fican?ltUrh ng remedl?_l mvestlgations and activities consistent with the ACO; thus, we do not believe the lawsuit will 
significantly change our obligations with respect to the Honeywell ACO Sites. 

rRCR At hvhTleciSr iCen ?nd 3gf"St Honeywf1!!?the District Court under the Resource Conservation and Recovery Act 
?nns and two of its municipal utilities seeking the cleanup of chromium residue at two Honeywell ACO Sites 

IMSIPM 
^TSXSS?SXXSXXS1SSSSX"'pp",val°f 

CKA litigation has also been filed against Honeywell by a citizens' group and thirteen other defendants with resnprt tn 
cpntoma ton on about a dozen of the Honeywell ACO Sites. For the reasons stated aW we dfStSheve tofaw uft will 
significantly change our obligations with respect to the Honeywell ACO sites. lawsuit will 
J^°V.8h it,is not P°ss[ble at this time to predict the ultimate outcome or resolution of the litigation and administrative 
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investigate and mitigate related environmental issues, and have entered into a cost sharing agreement under which Honeywell will 
bear a 77 percent share of the costs of developing and implementing permanent remedies for the DMT facility. The investigative 
phase (which began in April 2006) is expected to take approximately 18 to 36 months, after which the appropriate remedies will 
be identified and chosen. We have negotiated a Consent Decree with the MPA and Maryland Department of the Environment 
("MDE") with respect to the investigation and remediation of the DMT facility. The Consent Decree is being challenged in 
federal court by BUILD, a Baltimore community group, together with a local church and two individuals (collectively "BUILD") 
In October 2007, the Court dismissed BUILD's state law claims with prejudice and dismissed BUILD's RCRA claims regarding ' 
neighborhoods near the DMT facility without prejudice. BUILD has since sent notice letters indicating that they intend to re- file 
these latter claims, which we will continue to oppose. The Court is expected to schedule a hearing in the second quarter of 2008 
on the Company's motion to dismiss BUILD's remaining claims on the grounds that MDE is diligently prosecuting the 
investigation and remediation of the DMT. We do not believe that this matter will have a material adverse impact on our 
consolidated financial position or operating cash flows. Given the scope and complexity of this project, it is possible that the cost 
of remediation, when determinable, could have a material adverse impact on our results of operations in the periods recognized. 

Onondaga Lake, Syracuse, NY—A predecessor company to Honeywell operated a chemical plant which is alleged to have 
contributed mercury and other contaminants to the Lake. In July 2005, the New York State Department of Environmental 
Conservation (the DEC) issued its Record of Decision with respect to remediation of industrial contamination in the Lake. In 
October 2006, Honeywell entered into a Consent Decree with the State of New York to implement the remedy set forth in the 
Record of Decision. In January 2007, the Consent Decree was approved by the United States District Court for the Northern 
District of New York. 
The Record of Decision calls for a combined dredging/capping remedy generally in line with the approach recommended in the 

Feasibility Study submitted by Honeywell in May 2004. Based on currently available information and analysis performed by our 
engineering consultants, we have accrued for our estimated cost of implementing the remedy set forth in the Record of Decision. 
Our estimating process considered a range of possible outcomes and the amounts recorded reflect our best estimate at this time. 
Given the scope and complexity of this project, it is possible that actual costs could exceed estimated costs by an amount that 
could have a material adverse impact on our consolidated results of operations and operating cash flows in the periods recognized 
or paid. At this time, however, we cannot identify any legal, regulatory or technical reason to conclude that a specific alternative 
outcome is more probable than the outcome for which we have made provisions in our financial statements. The DEC'S aggregate 
cost estimate, which is higher than the amount reserved, is based on the high end of the range of potential costs for major elements 
of the Record of Decision and includes a contingency. The actual cost of the Record of Decision will depend upon, among other 
things, the resolution of certain technical issues during the design phase of the remediation. We do not believe that this matter will 
have a material adverse impact on our consolidated financial position. In December 2006, the United States Fish and Wildlife 
Service published notice of its intent to pursue natural resource damages related to the site. It is not possible to predict the 
outcome or timing of its assessments, which are typically lengthy processes lasting several years, or the amounts of or 
responsibility for these damages. 
Asbestos Matters 

Like many other industrial companies, Honeywell is a defendant in personal injury actions related to asbestos. We did not mine 
or produce asbestos, nor did we make or sell insulation products or other construction materials that have been identified as the 
primary cause of asbestos related disease in the vast majority of claimants. Products containing asbestos previously manufactured 
by Honeywell or 
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by previously owned subsidiaries primarily fall into two general categories: refractory products and friction products 

iucts~\KoHeywf1 owned North American Refractories Company (NARCO) from 1979 to 1986 NARCO 

produced refractory products (high temperature bricks and cement) that were sold largely to the steel industry in the East and 
Midwest. Less than 2 percent ofNARCO'S products contained asbestos. muusuy in me cast ana 

7? J? NARCO business in 1986, we agreed to indemnify NARCO with respect to personal injury claims for 

55msOnCS^T2M2°NARrnfi^ f Sale (aS d?fmed*n S3,e agreement)- NARC0 retained all liability for all other 
claims. Un January 4,2002, NARCO filed for reorganization under Chapter 11 of the U.S Bankruptcy Code. 

™!3reS?!10ft^IN^°,ban^Ptcy f11®8'a11 of 1116 daims pending against NARCO are automatically stayed pending the 

reorganization of NARCO. hi addition, the bankruptcy court enjoined both the filing and prosecution of NARCO-related asbestos 

claims against Honeywell. The stay has remained in effect continuously since Januaiy 4, 2002. In connection with NARCO's 

fiSSow T WC P3!?, paf,ent company $40 million and agreed to provide NARCO with up to $20 million in 

NA^rn aPw pay $20 million to NARCO's parent company upon the filing of a plan of reorganization for 

NARCOacceptabk to Honeywell (which amount was paid in December 2005 following the filing ofNARCO's Third Amended 

lan of Reorganization), aid to pay NARCO's parent company $40 million, and to forgive any outstanding NARCO indebtedness 
to Honeywell, upon the effective date of the plan of reorganization. 8 moeoieuness 

We believe that, as part of NARCO plan of reorganization, a trust will be established for the benefit of all asbestos claimants 

S^iSir311't£> TTl ̂ ISt?butl0n Procedures negotiated with the NARCO Asbestos Claimants Committee and'the 

Court appointed legal representative for future asbestos claimants. If the trust is put in place and approved by the Court as fair 

?n^. editable, Honeywell as well as NARCO will be entitled to a permanent channeling injunction barring all nresent and future 
individual actions m state or federal courts and requiring all asbestos related claims based on exposure to NARCO products to be 

, ̂  federally-supervised frust. Honeywell has reached agreement with the representative for future NARCO 

that ?s Claimant® Committee to cap its annual contributions to the trust with respect to future claims at a level 
that would not have a material impact on Honeywell s operating cash flows. 

In November 2007 the Bankruptcy Court entered an amended order confirming the NARCO Plan without modification and 

fiW°aVmg il(g)imu mv chann®lin8 mjunction in favor of NARCO and Honeywell. In December 2007, certain insurers 

Coi^or^WeSl^ni?tSrUfpy V 9 amMded confirmat,on,order- This appeal is pending in the United States District 
twrt. • District of Pennsylvania. No assurances can be given as to the time frame or outcome of this appeal. We 

proceedings enj0mmg 1,t,gatl0n aSamst NARCO and Honeywell to remain in effect during the pendency of these 

Our consolidated financial statements reflect an estimated liability for settlement of pending and future NARCO-related 

asbestos claims as of December 31,2007 and 2006 of $1.1 and $1.3 billion, respectively. The estimated liability for pending 

claims is based on terms and conditions, including evidentiary requirements, in definitive agreements with approximately 260 000 

current claimants, and an estimate of the unsettled claims pending as of the time NARCO filed for bankruptcy protection 

Substantially all settlement payments with respect to current claims have been made as of December 31,2007. Approximately $95 

million of payments due pursuant to these settlements is due only upon establishment of the NARCO trust. 

The estimated liability for future claims represents the estimated value of future asbestos related bodily injury claims exnected to 

^ aforementioned obligations to NARCO's parent. In light of the uncertainties 
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rnnrilSSc"^LWe ̂ ave.a reasonable basis for estimating asbestos claims beyond 2018 under SFAS No 5 "Accounting for 

Procedures negotiated®'IXie"NARcStheNARCO Trust Distribution 

te=E£S££r  ̂
our estimated liability for future NARC^el^ed^sSrSTTh VT whlch resuJted in 3 reduction of $207 million in 

domestic insurance market and the London excess market At^Jecemher T T ?nn7 ft"S °pnsfanc® companies m both the 

illSttS 
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Projecting future events is subject to many uncertainties that could cause the NARCO related asbestos liabilities or assets to be 

higher or lower than those projected and recorded. There is no assurance that the plan of reorganization will become final, that 
insurance recoveries will be timely or whether there will be any NARCO related asbestos claims beyond 2018. Given the inherent 
uncertainty in predicting future events, we review our estimates periodically, and update them based on our experience and other 
relevant factors. Similarly we will reevaluate our projections concerning our probable insurance recoveries in light of any changes 
to the projected liability or other developments that may impact insurance recoveries. 
Friction Products—Honeywell's Bendix friction materials (Bendix) business manufactured automotive brake parts that 

contained chrysotile asbestos in an encapsulated form. There is a group of existing and potential claimants consisting largely of 
individuals who allege exposure to asbestos from brakes from either performing or being in the vicinity of individuals who 
performed brake replacements. 

From 1981 through December 31,2007, we have resolved approximately 113,000 Bendix related asbestos claims. Trials 
covering 126 plaintiffs resulted in 125 favorable verdicts and one mistrial. Trials covering ten individuals resulted in adverse 
verdicts; however, two of these verdicts were reversed on appeal, five are or shortly will be on appeal, and the remaining three 
claims were settled. The following tables present information regarding Bendix related asbestos claims activity: 

Claims Activity 

Years Ended 
December 31, 

2007 2006 
Claims Unresolved at the beginning of year 57,108 79,502 
Claims Filed 2,771 4,391 
Claims Resolved (8,221 ) (26,785 ) 

Claims Unresolved at the end of year 51,658 57,108 

December 31, 
Disease Distribution of Unresolved Claims 2007 2006 

Mesothelioma and Other Cancer Claims 5,011 4,843 
Other Claims 46,647 52,265 

Total Claims 51,658 57,108 

Approximately 45 percent of the approximately 52,000 pending claims at December 31,2007 are on the inactive, deferred, or 
similar dockets established in some jurisdictions for claimants who allege minimal or no impairment. The approximately 52,000 
pending claims also include claims filed in jurisdictions such as Texas, Virginia, and Mississippi that historically allowed for 
consolidated filings. In these jurisdictions, plaintiffs were permitted to file complaints against a pre-determined master list of 
defendants, regardless of whether they have claims against each individual defendant. Many of these plaintiffs may not actually 
intend to assert claims against Honeywell. Based on state rules and prior experience in these jurisdictions, we anticipate that many 
of these claims will ultimately be dismissed. During 2006 approximately 16,000 cases were dismissed. More than 85 percent of 
these dismissals occurred in Mississippi as a result of judicial rulings relating to non-resident filings and venue. We continue to 
experience dismissals in this jurisdiction. 

Honeywell has experienced average resolution values per claim excluding legal costs as follows: 

Years Ended December 31, 
2007 2006 2005 

(in whole dollars) 
Malignant claims $ 33,000 $ 33,000 $ 58,000 
Nonmalignant claims $ 500 $ 250 $ 600 
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fbtJ?en0t P 10 Prcd'Ct Wh6ther res0luti011 va,ues for Bendix related asbestos claims will increase, decrease or stabilize in the 

clSsTslnSfd^t!.^!^18 reflKCt ?? eolTted, for resolution of pending and future Bendix related asbestos 
^ December 31,2007 and 2006, respectively. Prior to December 2006, we only accrued for the 

Rpn^il^iawi°f pen<ding Bendix ]related asbestos claims as we could not reasonably estimate losses which could arise from future 
CSAS clauns- Due*° the steady three-year decline in the rate of Bendix related asbestos claims filed and 

feS?* "ffr 1'We feh,that 11 was now possible to determine a reasonable estimate of the costs that would be 
mS thi d°V^ fefinfX ne y?3"- Accordingly, during the fourth quarter of2006, we recorded a reserve of $335 

"'mated cost of future Bendix related asbestos claims based on the historic claims filing experience, disease 
classifications, expected resolution values, and historic dismissal rates. In December 2007, we updated our analysis of the 

312007^In°ne°iSh^e?m« X r ,atedrbeS!?S claims w^ch resulted in a reduction of the reserve to $327 million at December 
resoh?Snn vnh,^S °06'-we ®ko changed our methodology for valuing Bendix pending and future claims from using average 
toSStn*™nrS PreTUS yTS u,Smgaverage rcsoiution values for the previous two years which resulted m a 
reduction of $118 million in the reseive for pendmg Bendix clauns in the fourth quarter of 2006. The claims filing experience and 

o?2007°w^f I°trJt * r!|flJ IC1I^S has become more reliable over the past several years. Accordingly, in the fourth quarter 
f H ?Ur methodology for valiung Bendix pending and future claims using the average resolution values for the 

H W- res.ulted 111 a $10 million reduction m the reserve for pending Bendix claims. We will continue to 
update the expected resolution values used to estimate the cost of pending and future Bendix claims during the fourth quarter each 

The estimated halnlity for future claims represents the estimated value of future asbestos related bodily injury claims expected to 
be asserted against Bendix over the next five years. In light of the uncertainties inherent in making lon^SroSn^afwelf 

k Uniq^ei° V?-n product ^estos Claims, we do not believe that we have a reasonable basis for estimating 
tTlClTmS heyondthe next five years under SFAS No. 5, "Accounting for Contingencies". The estimate is based upon 

h'stoncal experience m the tort system for the three years ended December 31,2007 with respect to claims filing and 
resolution values. The methodology used to estimate the liability for future claims has been commonly accepted by numerous 
courts. It is similar to that used to estimate the future NARCO related asbestos claims liability 

h3Si aPProxjmately ^bmion of insurance coverage remaining with respect to pending and potential future 

Decetor 3^2a007Sind looKSrtSl ?i- mdhon "T? *?Bected as receivables in our consolidated balance sheet at 
December 31,2007 and 2006, respectively. This coverage is provided by a large number of insurance policies written bv dozens 
of insurance companies m both the domestic insurance market and the London excess market. Insurance receivables are recorded 
in the financial statements simultaneous with the recording of the liability for the estimated value of the underlying asbestos 

nroSJlfrpTn™ £? 1"s,urance receivable recorded is based on our ongoing analysis of the insurance that we estimate is 
probable of recovery. This determination is based on our analysis of the underlying insurance policies, our historical experience 
with our insurers, our ongoing review of the solvency of our insurers, our interpretation of judicial detenSnaS relevS"to om 

ak^ordpH^r18' f1 °ur consideration of the impacts of any settlements reached with our insurers. Insurance receivables are 
caLfnrnfhp™iQCtTd settlen}e«ts P^ide for future fixed payment streams that are not contingent upon tore 
claims or other events. Such amounts are recorded at the net present value of the fixed payment stream 

o f ^ u u T S I f o ! S ^ t £ ! r ' , " , , C e  r e C C i V a l * e S  e q -  5 0  p e r c e u t  o f  , h e  v a l u e  
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either pending or future B?X Sed ̂ beSos ckim^e5o SSlJT; "15 imP°LssibIe to predict the outcome of 
on our consolidated fmanciXSn inliSof otT™S H SUCh claims wouldhave a material adverse effect 

rate and types of claims filed, die average Solution vab^f «?rh ,tT pnor «P«»a»ce m resolving such claims. If the 

paid (collectively, the "Variable Claims Factors") do not substantial rf penod °^ime over wb,cb claim settlements are 
asbestos claims to have a material adverse effect on our results of nnprati^ Honeywell would not expect future Bendix related 

assurances can be given, however, CaSh fl°WS ,n flSCal ^ No 

reSdbSce^ ****"' Products~'The followin8tables summarize information concerning NARCO and Bendix asbestos 

Asbestos Related Liabilities 

Year Ended December 31,2007 
Bendh 

defense costs incuned 
Accrual for estimated cost of 
future claims 

Reduction in estimated cost of 
future claims 

Other 

End of year 

528 

122 

(8) 
(115) 

(10) 

S 517 

NAKCO 

$ 1,291 
total 

Year Ended December 31,2000 

(153) 

$ 1,819 

122 

Bendix 

$ 1,138 $ 

(8) 
(268) 

(10) 

1,655 

287 

125 

335 

(103) 

(118) 
2 

NARCO 

J 1,782 

(207) 
(316) 

32 

Total 

S 2,069 

125 

335 

Year Ended December 31,200S 

Bendii NARCO Total 

(207) 
(419) 

32 

(118) 
2 

J 528 $ 1,291 $ 1,819 $ 

355 

170 

(153) 

(85) 

287 

$ 2395 

(597) 

(21) 

5 

1,782 

S 2,750 

170 

(750) 

(21) 

(85) 
5 

$ 2,069 
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Insurance Recoveries for Asbestos Related Liabilities 

Yetr Ended December 31,2007 
Bendix NARCO Total 

Probable insurance recoveries 
related to claims filed 
Probable insurance recoveries 

related liabilities 

and write—offs{l) 
Other 

Endofyea 

302 

6 

(4) 

(107) 

$ 955 $ 1,257 

6 

(16) 

(4) 

(123) 

Year Ended December 31,2000 
Bendix NARCO Total 

377 

11  

39 

(166) 

34 
7 

$ 1,096 $ 1(473 

11 

(100) 

(41) 

39 

(266) 

(7) 
7 

Year Ended December 31,200S 
Bendh NARCO Total 

$ 197 $ 939 $ 1,136 $ 302 S 955 $ tfS? 

$ 336 

34 

(15) 

(33) 

41 
14 

$ 377 

$ 1,226 $ 

(127) 

(3) 

$ 1,096 

34 

(15) 

(160) 

41 
11  

$ 1,473 

(1) In 2006, $34 million reflects gains from settlements with two Bendix insurance carriers and $41 million represents the 
write—down of the NARCO insurance receivable to reflect the reduction in the estimated cost of future claims. In 2005, 
consists of gains from insurance settlements of $172 million principally related to a structured insurance settlement with a 
carrier which converted a policy into a future, fixed, non-contingent payment stream, and charges of $131 million for 
write-offs of certain amounts due from insurance carriers. 

NARCO and Bendix asbestos related balances are included in the following balance sheet accounts: 

December 31, 
2007 2006 

Other current assets $ 50 $ 157 
Insurance recoveries for asbestos related liabilities 1,086 1,100 

$ 1,136 $ 1,257 

Accrued liabilities $ 250 $ 557 
Asbestos related liabilities 1,405 1,262 

$ 1,655 $ 1,819 

Other Matters 
Allen, et, al. v. Honeywell Retirement Earnings Plan—During the third quarter of 2007, we agreed to a settlement in principle 

with the plaintiffs in this class action lawsuit relating to allegations that, among other things, Honeywell impermissibly reduced 
the pension benefits of certain employees of the former Garrett Corporation (a predecessor entity by merger) when the plan was 
amended in 1983 and failed to calculate certain benefits in accordance with die terms of the plan. Under die terms of the 
settlement, 18 of the 21 claims alleged by plaintiffs would be dismissed with prejudice in exchange for approximately $35 
million, and the maximum aggregate liability for the remaining three claims would be capped at $500 million. During the third 
quarter of 2007, we recorded die $35 million settlement as part of pension expense (see Note 22). Any amounts payable, including 
die settlement amount, will be paid from the Company's pension plan. The definitive setdement agreement received final approval 
from the U.S. District Court for the District of Arizona in February 2008. We continue to expect to prevail on the remaining 
claims in light of applicable law and our substantial affirmative defenses, which have not yet been considered by the Court. 
Accordingly, we do not believe that a liability is probable of occurrence and reasonably estimable with respect to these claims and 
we have 
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not recorded a provision for the remaining claims in our financial statements. Although we expect to prevail on all three of the 
remaining claims, an adverse ruling on one or more of these claims could have a material adverse effect on our results of 
operations in the periods recognized. We do not believe that an adverse outcome in this matter would have a material adverse 
effect on our consolidated operating cash flows or consolidated financial position. 

We are subject to a number of other lawsuits, investigations and disputes (some of which involve substantial amounts claimed) 
arising out of the conduct of our business, including matters relating to commercial transactions, government contracts, product 
liability, prior acquisitions and divestitures, employee benefit plans, intellectual property, and health and safety matters. We 
recognize a liability for any contingency that is probable of occurrence and reasonably estimable. We continually assess the 
likelihood of adverse judgments of outcomes in these matters, as well as potential ranges of probable losses (taking into 
consideration any insurance recoveries), based on a careful analysis of each matter with the assistance of outside legal counsel 
and, if applicable, other experts. 

Given the uncertainty inherent in litigation, we do not believe it is possible to develop estimates of the range of reasonably 
possible loss in excess of current accruals for these matters. Considering our past experience and existing accruals, we do not 
expect the outcome of these matters, either individually or in the aggregate, to have a material adverse effect on our consolidated 
financial position. Because most contingencies are resolved over long periods of time, potential liabilities are subject to change 
due to new developments, changes in settlement strategy or the impact of evidentiary requirements, which could cause us to pay 
damage awards or settlements (or become subject to equitable remedies) that could have a material adverse effect on our results of 
operations or operating cash flows in the periods recognized or paid. 

Warranties and Guarantees—We have issued or are a party to the following direct and indirect guarantees at December 31, 
2007: 

Maximum 
Potential 
Future 

Payments 
Operating lease residual values $ 39 

Other third parties' financing 4 
Unconsolidated affiliates' financing 3 
Customer financing 23 

$ 69 

We do not expect that these guarantees will have a material adverse effect on our consolidated results of operations, financial 
position or liquidity. 

In connection with the disposition of certain businesses and facilities we have indemnified the purchasers for the expected Cost 
of remediation of environmental contamination, if any, existing on the date of disposition. Such expected costs are accrued when 
environmental assessments are made or remedial efforts are probable and the costs can be reasonably estimated. 

In the normal course of business we issue product warranties and product performance guarantees. We accrue for the estimated 
cost of product warranties and performance guarantees based on contract terms and historical experience at the time of sale. 
Adjustments to initial obligations for warranties and guarantees are made as changes in the obligations become reasonably 
estimable. The following table summarizes information concerning our recorded obligations for product warranties and product 
performance guarantees; 

89 



HONEYWELL INTERNATIONAL INC. 
NOTES TO FINANCIAL STATEMENTS—(Continued) 

(Dollars in millions, except per share amounts) 

Years Ended December 31, 

Beginning of year 
Accruals for warranties/guarantees issued during the year 

Settlement of warranty/guarantee claims 

End of year 

Product warranties and product performance guarantees are included in the following balance sheet 

2007 2006 2005 
.$ 363 $ 347 299 

233 268 203 
3 (22) 17 

(203) (230) (172) 

$ 396 $ 363 347 

Accrued liabilities 
Other liabilities 

accounts: 

2007 
$ 380 

16 

$ 396 

2006 
347 
16 

363 

Note 22—Pension and Other Postretirement Benefits 

f" N°-u-s-—"CS 

r3e.!!.S°fPOn^°r?°^tretiremeIlt benef,It Plans ^ Provide health care benefits and life insurance coverage to eligible retirees 
Our retiree medical plans mainly cover U.S. employees who retire with pension eligibility for hospital professional and other 

!*D°n "J""! 311(1 salaried employees joining Honeywell after January 1,2000 are not eligible to 
VD ^ retiree medical and life insurance plans. Most of the U.S. retiree medical plans require deductibles and 

1 virtuallyall are integrated with Medicare. Retiree contributions are generally required based on coverage tvne 
plan and Medicare eligibility. Honeywell has limited its subsidy of its retiree medical plans to a fixed-dollar amount for ' 
substantially all future retirees and for almost half of its current retirees. This cap of retiree medical benefits under our nlans limits 
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Decrease in prepaid pension benefit cost $ (2,071 ) 
Decrease in intangible asset (79 ) 

Decrease in accrued and minimum pension liability 13# 
Increase in postretirement benefit obliptions other than pensions (340 ) 

Increase in accumulated other comprehensive loss, pre-tax (2,352 ) 
Increase in income tax benefit 840 

Increase in accumulated other comprehensive loss, net of tax(l ) $ (1,512 ) 

(1) Represents $1,708 million reduction of shareowners' equity including a $196 million adjustment related to our additional 
minimum liability. 
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The following tables summarize the balance sheet impact, including the benefit obligations, assets and funded status associated 

with our significant pension and other postretirement benefit plans at December 31,2007 and 2006. 

Change in benefit obligation: 

Benefit obligation at beginning of year 

Service cost 

Interest cost 

Plan amendments 

Actuarial (gains) losses 

Acquisitions 

Benefits paid 

Settlements and curtailments 

Other 

Benefit obligation at end of year 

Change in plan assets: 

Actual return on plan assets 

Company contributions 

Acquisitions 

Funded status of plans 

Amounts recognized in Consolidated Balance Sheet consist of: 

Prepaid pension benefit cost 

Accrued liabilities 

Postretirement benefit obligations other than pensions(l) 

Accrued pension liability(2) 

Net amount recognized 

Other 
Postretirement 

, Pension Benefits Benefits 
2007 2006 2007 2006 

17,008 $ 16,168 $ 2,265 $ 2,318 

264 274 15 17 

960 908 128 122 

22 7 (7) (11) 

(647) (183) (11) (14) 

— 75 

(1,073) (1,070) (198) (186) 

34 (15) — — 

202 844 — 19 

16,770 17,008 2,192 2,265 

16,578 14,653 

1,281 1,897 — 

238 347 — 

— 65 — 

(1,073) (1,070) — 

170 686 — — 

17,194 16,578 — — 

424 $ (430) $ (2,192) $ (2,265) 

1,231 $ 685 $ - $ -

— — (197) (197) 

— — (1,995) (2,068) 

(807) (1,115) — — 

424 $ (430) $ (2,192) $ (2,265) 

(1) Excludes Non-U.S. plans of $30 and $22 million in 2007 and 2006, respectively. 

(2) Included in Other Liabilities—Non-Current on Consolidated Balance Sheet. 
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Amounts recognized in Accumulated Other Comprehensive Income (loss) at December 31,2007 and 2006 are as follows. 

Other 
Pension Postretirement 
Benefits Benefits 

2007 2006 2007 2006 

Transition obligation $ 12 $ 11 $ ' — $ ' 

Prior service cost or (benefit) 94 98 (116) (146) 

486 Actuarial losses 1,675 2,423 429 

(146) 

486 

Net amount recognized $ 1,781 $ 2,532 $ 313 $ 340 

The accumulated benefit obligation for our defined benefit pension plans was $16.0 and $16.2 billion at December 31,2007 and 

2006, respectively. 

The components of net periodic benefit cost and other amounts recognized in other comprehensive (income) loss for our 

significant plans include the following components; 

Pension Benefits Other Postretirement Benefits 
Net Periodic Benefit Cost YearS Ended December 31' Years Ended December 31' 

Service cost 

Interest cost 

Expected return on plan assets 

Amortization of prior service cost (credit) 

Recognition of actuarial losses 

Settlements and curtailments 

Net periodic benefit cost 

Other Changes in Plan Assets and 
Benefit Obligations 
Recognized in Other Comprehensive 
(Income! Loss 2607 2007 

Actuarial (gains) $ (581) $ (n) 

Prior service cost (credit) 22 (7) 

Amortization of prior service cost (credit) (26) 37 

Recognition of actuarial losses (210) (46) 

Foreign exchange translation adjustments 19 — 

2007 2006 2005 2007 2006 2005 

264 $ 274 $ 236 $ 15 $ 17 $ 17 

960 908 815 128 122 120 

(1,347) (1,251) (1,104) — — — 

26 27 30 (37) (40) (39) 

210 348 392 46 52 63 

35 (13) — — — — 

148 $ 293 $ 369 $ 152 $ 151 $ 161 

Total recognized in other comprehensive 

(income) loss $ (776) $ (27) 

Total recognized in net periodic benefit 

cost and other comprehensive (income) 

loss $ (628) $ 125 

The estimated net loss and prior service cost for pension benefits that will be amortized from accumulated other comprehensive 

income (loss) into net periodic benefit cost in 2008 are expected to be $48 and $28 million, respectively. The estimated net loss 

and prior service credit for other postretirement benefits that will be amortized from accumulated other comprehensive income 

(loss) into net periodic benefit cost in 2008 are expected to be $35 and $(40) million, respectively. 
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Major actuarial assumptions used in determining the benefit obligations and net periodic benefit cost for our U.S. benefit plans 

are presented in the following table. For non-U.S. benefit plans, no one of which was individually material, assumptions reflect 

economic assumptions applicable to each country. 

2007 
Pension Benefits 

2006 2005 
Actuarial assumptions used to determine 
benefit obligations as of December 31: 

Discount rate 
Expected annual rate of compensation increase 
Actuarial assumptions used to determine 
net periodic benefit cost for years ended 
December 31: 

Discount rate 
Expected rate of return on plan assets 
Expected annual rate of compensation increase 

6.50% 
4.50% 

Other Postretirement 
Benefits 

2007 2006 2005 

6.00% 
9.00% 
4.00% 

6.00% 
4.00% 

5.75% 
9.00% 
4.00% 

5.75% 
4.00% 

5.875% 
9.00% 
4.00% 

5.90% 5.70% 5.50% 

5.70% 5.50% 5.50% 

To select a discount rate for our retirement benefit plans, we use a modeling process that involves matching the expected cash 

outflows of our benefit plans to a yield curve constructed from a portfolio of double A rated fixed-income debt instruments. We 

use the average yield of this hypothetical portfolio as a discount rate benchmark. The discount rate used to determine the other 

postretirement benefit obligation is lower due to a shorter expected duration of other postretirement plan obligations as compared 

to pension plan obligations. 

Our expected rate of return on plan assets of 9 percent is a long—term rate based on historic plan asset returns over varying 

long-term periods combined with current market conditions and broad asset mix considerations. The expected rate of return is a 

long—term assumption and generally does not change annually. 

Mortality assumptions for our U.S. benefit plans were updated as of December 31,2005 using the RP2000 Mortality table for all 

participants. 

Pension Benefits 

Included in the aggregate data in the tables below are the amounts applicable to our pension plans with accumulated benefit 

obligations exceeding the fair value of plan assets, as well as plans with projected benefit obligations exceeding the fair value of 

plan assets. Amounts related to such plans were as follows: 

December 31, 

2007 2006 
Plans with accumulated benefit obligations in excess of plan assets 
Accumulated benefit obligations 

Fair value of plan assets 

Plans with projected benefit obligations in excess of plan assets 
Projected benefit obligations 

Fair value of plan assets 
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S 
$ 

$ 
$ 

2,766 $ 3,493 
2,140 $ 2,692 

4,329 $ 5,042 
3,522 $ 3,927 



HONEYWELL INTERNATIONAL INC. 
NOTES TO FINANCIAL STATEMENTS—(Continued) 

(Dollars in millions, except per share amounts) 
Our U.S. pension plans assets were $13.0 and $12.8 billion and our non-U.S. pension plans assets were $4.2 and $3.8 billion at 

December 31,2007 and 2006, respectively. Our asset allocation and target allocation for our pension plans assets are as follows: 

Percentage 

Asset Category 

of Plans 
Assets at 

December 31, 
2007 2006 

Long-term 
Target 

Allocation 

Equity securities 63% 63 % 45-70 % 

Debt securities, including cash 26 29 15-30 

Real estate 6 5 5-10 

Other 5 

100 % 

3 

100 % 

5-15 

Our asset investment strategy focuses on maintaining a diversified portfolio using various asset classes in order to achieve our 

long-term investment objectives on a risk adjusted basis. Our actual invested positions in various securities change over time 

based on short and longer-term investment opportunities. To achieve our objectives, our U.S. investment policy requires that our 

U.S. Master Retirement Trust be invested as follows: (a) no less than 5 percent be invested in fixed income securities; (b) no more 

than 10 percent in private real estate investments; and (c) no more than 18 percent in other investment alternatives involving 

limited partnerships of various types. There is no stated limit on investments in publicly-held U.S. and international equity 

securities. Our non-U.S. investment policies are different for each country, but the long-term investment objectives remain the 

same. 

Our general funding policy for qualified pension plans is to contribute amounts at least sufficient to satisfy regulatory funding 

standards. In 2007 and 2006, we made voluntary contributions of $42 and $68 million, respectively, to our U.S. defined benefit 

pension plans primarily for government contracting purposes. Assuming that actual plan asset returns are consistent with our 

expected rate of 9 percent in 2008 and beyond, and that interest rates remain constant, we would not be required to make any 

contributions to our U.S. pension plans for the foreseeable future. We expect to make voluntary contributions of approximately 

$40 million in cash in 2008 to certain of our U.S. plans for government contracting purposes. We also expect to contribute 

approximately $125 million in cash in 2008 to our non-U.S. defined benefit pension plans to satisfy regulatory funding standards. 

These contributions do not reflect benefits to be paid directly from Company assets. 

Benefit payments, including amounts to be paid from Company assets, and reflecting expected future service, as appropriate, are 

expected to be paid as follows: 

2008 
2009 

2010 
2011 
2012 
2013-2017 

Other Postretirement Benefits 

FASB Staff Position No. 106-2 "Accounting and Disclosure Requirements Related to the Medicare Prescription Drug, 

Improvement and Modernization Act of 2003" (FSP No. 106-2) provides guidance on accounting for the effects of the Medicare 

Prescription Drug, Improvement and Modernization Act of 2003 (the Act) for employers that sponsor postretirement health care 

plans that provide prescription drug coverage that is at least actuarially equivalent to that offered by Medicare Part D. The impact 

of 
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$ 1,076 

1,081 

1,088 

1,098 

1,116 
5,873 



HONEYWELL INTERNATIONAL INC. 
NOTES TO FINANCIAL STATEMENTS—(Continued) 

(Dollars in millions, except per share amounts) 
the Act reduced other postretirement benefits expense by approximately $25, $37 and $45 million in 2007,2006 and 2005 
respectively. 

December 31, 
2007 2006 

Assumed health care cost trend rate: 

Health care cost trend rate assumed for next year 8.5 % 9 0 % 

Rate that the cost trend rate gradually declines to 5.5 % 5 5 % 

Year that the rate reaches the rate it is assumed to remain at 2014 2014 

The assumed health care cost trend rate has a significant effect on the amounts reported. A one-percentage-point change in the 

assumed health care cost trend rate would have the following effects: 

1 percentage point 
Increase Decrease 

Effect on total of service and interest cost components $ 6 $ (5) 

Effect on postretirement benefit obligation $ 79 $ (70) 

Benefit payments reflecting expected future service, as appropriate, are expected to be paid as follows: 

Without Impact 
of Net of 

Medicare Subsidy Medicare Subsidy 
2008 

$ 221 $ 206 

2009 
224 208 

2010 
223 208 

2011 
221 207 

2012 
198 185 

2013-2017 855 790 

Employee Savings Plans 

We sponsor employee savings plans under which we match, in the form of our common stock, savings plan contributions for 

certain eligible U.S. employees. Shares issued under the stock match plans were 3.7,4.5 and 4.1 million at a cost of $199 $179 

and $153 million in 2007,2006 and 2005, respectively. ' 
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HONEYWELL INTERNATIONAL INC. 
NOTES TO FINANCIAL STATEMENTS—(Continued) 

(Dollars in millions, except per share amounts) 
Note 23—Segment Financial Data 
We globally manage our business operations through four reportable operating segments serving customers worldwide with 

aerospace products and services, control, sensing and security technologies for buildings, homes and industry automotive 

products and chemicals. Segment information is consistent with how management reviews the businesses makes investing and 

resource allocation decisions and assesses operating performance. Our four reportable segments are as follows: 

• Aerospace is organized by customer end-market (Air Transport and Regional, Business and General Aviation and Defense and 

s,erviCf? w,hlch "elude auxiliary power units; propulsion engines; environmental control 

systems, engine controls; repair and overhaul services; hardware; logistics; electric power systems; flight safety 

'SSfSSS.fttKflL™gST* "™ra# ,ishtfa8i and tetok"1 •**»* 

Automation and Control Solutions includes Products (controls for heating, cooling, indoor air quality, ventilation, 

t°me aUt?rnatlon; adva?ced software applications for home/ building control and optimization; sensors 

^ a J?,StrU?ents measuring pressure, air flow, temperature and electrical current; security, fire 

maintain^ i^ A^iCeSS ^ s^cillMice; and remote patient monitoring systems); Building Solutions (installs, 

upgrades systems that keep buildings safe, comfortable and productive); and Process Solutions (provides a full 

aato"Ja^on and control solutions for industrial plants, offering advanced software and automation systems that 

integrate, control and monitor complex processes m many types of industrial settings). 

' ewS,Mat,erialiS inCiU1fS fluo,rocar^ons' fPec»alty films, advanced fibers, customized research chemicals and intermediates 
electronic materials and chemicals, and catalysts and adsorbents. b' 

Transportation Systems includes Honeywell Turbo Technologies (turbochargers and charge-air and thermal systems)- and the assaa-ss inc,ndi"E ^ii,k p,u8s-A cto-— 

The accounting policies of the segments are the same as those described in Note 1. Honeywell's senior management evaluates 

segment performance based on segment profit. Segment profit is business unit income (loss) before taxes excluding general 

unadocated exPenses, other income (expense), interest and other financial charges, pension and other postretirement 

benefits (expense), stock option expense, repositioning and other charges and accounting changes. Intersegment sales approximate 
market prices and are not significant. Reportable segment data follows: mwwsgman saies approximate 



HONEYWELL INTERNATIONAL INC. 
NOTES TO FINANCIAL STATEMENTS—(Continued) 

(Dollars in millions, except per share amounts) 

Years Ended December 31, 

Mpf calpc 

2007 2006 2005 
iivi oalC5 

Aerospace $ 12,236 $ 11,124 $ 10,496 

Automation and Control Solutions 12,478 11,020 9,416 

Specialty Materials 4,866 4,631 3,234 

Transportation Systems 5,009 4,592 4,505 

Corporate 
— 1 

$ 34,589 $ 31,367 $ 27,652 

Depreciation and amortization 

Aerospace $ 199 $ 195 $ 188 

Automation and Control Solutions 264 240 202 

Specialty Materials 216 221 137 

Transportation Systems 110 101 93 

Corporate 48 37 33 

$ 837 $ 794 $ 653 

S egment profit 

Aerospace $ 2,197 $ 1,892 $ 1,676 

Automation and Control Solutions 1,405 1,223 1,065 

Specialty Materials 658 568 257 

Transportation Systems 583 574 557 

Corporate (189) (177) (173) 

$ 4,654 $ 4,080 $ 3,382 

Capital expenditures 

Aerospace $ 172 $ 178 $ 178 

Automation and Control Solutions 186 165 136 

Specialty Materials 215 186 155 

Transportation Systems 131 109 143 

Corporate 63 95 72 

$ 767 $ 733 $ 684 

December 31, 
2007 2006 2005 

Total assets 

AerosPace $ 8,743 $ 7,914 $ 7,696 

Automation and Control Solutions 12,999 11,287 10,080 

Specialty Materials 5,065 4,674 4,732 

Transportation Systems 3>304 3,038 2^880 

CorP°rate 3,694 4,028 6,245 

$ 33,805 $ 30,941 $ 31,633 
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M J?£^EYWELL INTERNATIONAL INC. 
NOTES TO FINANCIAL STATEMENTS—(Continued) 

. . . .  ( D o l l a r s  i n  m i l l i o n s ,  e x c e p t  p e r  s h a r e  a m o u n t s )  
A reconciliation of segment profit to consolidated income from continuing operations before taxes is as follows: 

Segment profit 

Other income (expense) 

Interest and other financial charges 

Stock option expense(l) 

Pension and other postretiremen! benefits (expense)(l) 

Repositioning and other charges(l) 

Income from continuing operations before taxes 

Years Ended December 31, 
2007 2006 2005 

$ 4,654 $ 4,080 $ 3,382 

53 111 231 

(456) (374) (356) 

(65) (77) — 

(322) (459) (561) 

(543 ) (483) (400) 

$ 3,321 $ 2,798 $ 2,296 

(1) Amounts included in cost of products and services sold and selling, general and administrative expenses. 

Note 24—Geographic Areas—Financial Data 

United States 

Europe 

Other International 

Net Sales(l) 
Years Ended December 31, 

2007 2006 

Long-lived Assets(2) 

2005 
Years Ended December 31, 

2007 2006 2005 
$ 21,101 

9,104 

4,384 

$ 19,821 

7,781 

3,765 

$ 17,956 

6,552 

3,144 

S 11,916 

2,706 

1,036 

$ 11,438 

2,161 

848 

$ 10,842 

1,958 

691 

$ 34,589 $ 31,367 $ 27,652 $ 15,658 $ 14,447 $ 13,491 

(1) Sales between geographic areas approximate market and are not significant. Net sales are classified according to their 

and" 005, re"pectively St3teS ^ *** CXp°rt sa,es of$3>427' $3'493 and S2>780 million in 2007,2006 

(2) Long-lived assets are comprised of property, plant and equipment, goodwill and other intangible assets. 

Note 25—Supplemental Cash Flow Information 

Years Ended December 31, 

Payments for repositioning and other charges: 

Severance and exit cost payments 

Environmental payments 

Proceeds from sale of insurance receivable 

Insurance receipts for asbestos relate4 liabilities 

Asbestos related liability payments 

Interest paid, net of amounts capitalized 

Income taxes paid, net of refunds 

Non-cash investing and financing activities: 

Common stock contributed to U.S. savings plana 

99 

2007 2006 2005 

$ (92) $ (142) $ (171) 

(267) (264) (247) 

97 100 

26 166 160 

(268 ) (419) (750) 

$ (504) $ (559) $ (1,008) 

$ 444 $ 361 $ 397 

474 471 235 

199 179 153 





HONEYWELL INTERNATIONAL INC. 
NOTES TO FINANCIAL STATEMENTS—(Continued) 

(Dollars in millions, except per share amounts) 
Note 26—Unaudited Quarterly Financial Information 

Mar. 31 June 30 
2007 

Sept 30 Dec. 31 Year Mar. 31 June 30 
2000 

Sept 30 Dec. 31 Ynr Net sales 
Gross profit 
Income from 

$ 8,041 
1,891 

$ 8538 
2,047 

$ 8,735 
2,089 

$ 9,275 
m 

$ 34,589 
8,289 

$ 7,241 
1,641 

$ 7,898 
1,871 

$ 7,952 
1,841 

$ 8,276 
1,918 

$ 31,367 
7,271 

continuing operation 
Income from 

s 526 611 618 689 2,444 431 521 541 585 ym 
discontinued operatii 

Net income 
Earnings per 

ms — 
526 611 618 689 2,444 

5 
436 521 541 585 

5 
2,083 

share—basic: 
Income from 
continuing operation! 

Income from 
i .66 .79 .83 .92 3.20 51 .63 .66 .72 253 

discontinued operatic 
Net income 
Earnings per 
share—assuming 

ins — 
;66 .79 .83 .92 3.20 

.01 
52 .63 .66 .72 

.01 
2.54 

dilution: 
Income from 
continuing operations 

Income from 
.66 .78 .81 .91 3.16 .51 .63 .66 .72 2.51 

discontinued operator 
Net income 
Dividends paid 
Market price(I} 

is — 
.66 
.25 

.78 
25 

.81 

.25 
.91 
.25 

3.16 
1.00 

.01 

.52 
.226875 

.63 
.226875 

.66 
.226875 

.72 
.226875 

.01 
2.52 

.9075 
High 
Low 

48.31 
44.13 

58.87 
46.15 

61.45 
54.12 

61.77 
53.19 

61.77 
44.13 

42.85 
35.84 

44.16 
37.62 

41.37 
36.21 

45.46 
41.35 

45.46 
35.84 

(1) From composite tape-stock is primarily traded on the New York Stock Exchange. 
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Florham Park, New Jersey 
February 14,2008 



Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure 
Not Applicable. 

Item 9A. Controls and Procedures 
Honeywell management, including the Chief Executive Officer and Chief Financial Officer, conducted an evaluation of the 

effectiveness of our disclosure controls and procedures as of the end of the period covered by this Annual Report on Form 10-K 

Based upon that evaluation, the Chief Executive Officer and the Chief Financial Officer conduded^^^ 

ej ®ctluG as t^e,end of ^ Period covered by this Annual Report on Form 10-K to ensure information 

required to be disclosed in the reports that Honeywell files or submits under the Exchange Act is recorded, processed, sumarized. 

dianSfthflt r llIne pSlods,sPecified in Ae Securities and Exchange Commission rules and forms. There have been no 

r6 matena,1J effected or are reasonably likely to materially affect, Honeywell's internal control over financial 
reporting that have occurred during the period covered by this Annual Report on Form 10-K. 

Management's Report on Internal Control Over Financial Ki^nrrtnf, 

defi^dln^ul^na^r^/^aTun^^'frf^1 eatab"sh™S and maintaining adequate internal control over financial reporting as 
OMined in Rules 13a 15(f) and 15d—15(f) under the Securities Exchange Act of 1934. Honeywell's internal control over financial 

offiSal t0' fr0Vlde reasonable assurance regarding the reliability of financial reporting and the preparation 
statements for external purposes m accordance with generally accepted accounting principles Honeywell's internal 

control over financial reporting includes those policies and procedures that: g PP"Honeywe11 s mtemal 

°f reCOrdS that'in reasonable d^ail, accurately and fairly reflect the transactions and dispositions 

aii?«rHo°Vlde r^s°nable assurance that transactions are recorded as necessary to permit preparation of financial statements in 

fn with generally accepted accounting principles, and that receipts and expenditures of the company are being made onlv 
in accordance with authorizations of Honeywell's management and directors; and ^ 

HnnLn^nidce,?aS,°n^b!e as®Hr?nce regarding prevention or timely detection of unauthorized acquisition, use or disposition of 
Honeywell s assets that could have a material effect on the financial statements. 

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements Also 

projections of any evaluation of effectiveness to future periods are subject to therisk feat controls my becomeSeauate 

because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate. 

Management assessed the effectiveness of Honeywell's internal control over financial reporting as of December 31 2007 In 

as^fDeceill^OOT!1, man3gement defined that Honeywell maintained effective internal control over financial reporting 

°fHo?7?'e11'- ^terna] contro!over f,nancial reporting as of December 31,2007 has been audited by 
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Item 9B. Other Information 
Not Applicable. 

Part III. 
Item 10. Directors and Executive Officers of the Registrant 

sSSScCS1•>£ rf fwfSntf"* wei' ? K6™"'"' relating to compliance with Section 16(a) of the 

w^sft^aKastfijsca'SEt" 

£ne?s<%sSuTaSnSfor̂ :̂el, ' C  ̂°r  ̂* pubKshed 0110Ur Website  ̂five 

Item 11. Executive Compensation 

ELSffl̂  ,0. Directors and 

IteMltterSseCUrity °wnership of Certain Beneficial Owners and Management and Related Stockholder 

cSSTtteft and management and related stockholder matters is 
infoLa^n m ItCm 10- DireCt0rS ^ExeCUt,ve 0fficers °f theRegistrant," and such 

EQUITY COMPENSATION PLANS 

As of December 31,2007 Information about our equity compensation plans is as follows: 
103 



Plan 
Category 

Equity compensation plans approved by security holders 

Equity compensation plans not approved by security holders 

Total 

Number of 
Shares to 
be Issued 

Upon 
Exercise of 

Outstanding 
Options, 
Warrants 
and Rights 

Weighted-
Average 
Exercise 
Price of 

Outstanding 
Options, 
Warrants 

and Rights 
(a) (b) 

47,079,091 (1) $ 41.68(2) 
716,150(4) N/A (5) 

47,795,241 $ 41.68 

Number of 
Securities 
Remaining 

Available for 
Future Issuance 
Under Equity 
Compensation 

Plans (Excluding 
Securities 

Reflected in 
Column(a)) 

(c) 
41,704,400 (3) 

N/A (6) 

41,704,400 

(,)jrr,7« 

•H 
^ does.not include any exercise price for restricted units or growth plan units granted to emnlovees or 

"y Share0W,,e'S- L »•« » 
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certain performance goals or continued employment or service and they are settled for shares of Common Stock on a 

,taominatei ™cash uni,s •"» ™'»e »f»»>»«d h 1^" **» 

(3) The number of shares that may be issued under the 2006 Stock Incentive Plan as of December 31,2007 is 37,894 009 which 

IneenhWPl IT8 addltl?nal shar" under the 2006 Stock Incentive Plan (or any Prior Plan as defined in the 2006 Stock 

!n n m7 agaiD • avai.labIe for lssua"ce: shares that are settled for cash, expire, are cancelled, are tendered 

in satisfaction of an option exercise price or tax withholdmg obligations, are reacquired with cash tendered in satisfaction of 

a"°Pb0"e,)lerclse P"cf ™th monies attributable to any tax deduction enjoyed by Honeywell to the exercise of an option, 

and are under any outstanding awards assumed under any equity compensation plan of an entity acquired by Honeywell. 

The number of shares that may be issued under the Honeywell Global Stock Plan as of December 31,2007 is 3,425391. 

an umhKdla plan for five plans maintained solely for eligible employees of participating non-U.S. countries. 

One sub-plan, the Global Employee Stock Purchase Plan, allows eligible employees to contribute between 2.2% and 8 8% 

i?nU?y September of each year to purchase shares of Common Stock at a 15% discount the 

following November For 2007 and prior years, Honeywell purchased shares through non-dilutive, open market purchases 

aS3SCpePrSeSfn2006 * Conimon Stock at 538335 Per share in 2007 311(1383,178 shares of Common Stock 

Another sub-plan, the UK Sharebuilder Plan, allows an eligible UK employee to contribute a specified percentage of 

H? !^T8S ^ inVeSted ln sbares'The company matches those shares and dividends paid are used to purchase 

addibonal shares. Matched shares are subject to a three-year vesting schedule. Shares taken out of the plan before five years 

underthe UK sSuSpian' ^ '"g December 31>2007>126'267 shares were edited to participants' accounts 

The remaining three sub-plans, Honeywell International Technologies Employees Share Ownership Plan (Ireland), the 

Honeywell Measurex (Ireland) Limited Group Employee Profit Sharing Scheme and the Honeywell Ireland Software 

ShMe Ownership Plan, allow eligible Irish employees to contribute specified percentages of base pay, bonus or 

performance pay that are then invested m shares. Shares must be held in trust for at least two years and lose their 

tax favored status if they are taken out of the plan before three years. For the year ending December 31,2007 18 959 shares 
were credited to participants accounts under these three plans. ' ' 

Directm Plan8 385,000 sbares included in column (c) are shares remaining for future grants under the Non-Employee 

(4) ScCrrWar n0t app™ed by shareowners that are included in the table are the Supplemental Non-Qualified 

Savings Plan for Highly Compensated Employees of Honeywell International Inc. and its Subsidiaries, the AlliedSignal 

Incentive Compensation Plan for Executive Employees of AlliedSignal Inc. and its Subsidiaries, and the DefeiTed 

Compensation Plan for Non- Employee Directors of Honeywell International Inc. 

^ei?.plemental N°n~Q"allfied Savings Man for Highly Compensated Employees of Honeywell International Inc. and its 

Subsidiaries is an unfunded, non tax qualified plan that provides benefits equal to the employee deferrals and company 

matching allocations that would have been provided under Honeywell's U.S. tax-qualified savings plan if the Internal 

rrrirf>hmitatl?ns °nco/nPensa,lon an<1 contributions did not apply. The company matching contribution is credited 

to participants accounts in the form of notional shares of Common Stock. Additional notional shares are credited to 

participants accounts equal to the value of any cash dividends payable on actual shares of Common Stock. The notional 

mares are distributed m the form of actual shares of Common Stock when payments are made to participants under the plan. 

The AlliedSignal Incentive Compensation Plan for Executive Employees of AlliedSignal Inc. and its Subsidiaries was a cash 

i"""!VefCOmPKKSa n plan ™aintained by AlliedSignal Inc. This plan has expired. Employees were permitted to defer 
receipt of a cash bonus payable under the plan and 
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invest the deferred bonus in notional shares of Common Stock. The notional shares are distributed in the form of actual 

shares of Common Stock when payments are made to participants under the plan. No further deferrals can be made under 

this plan. The number of shares of Common Stock that remain to be issued under this expired plan as of December 31,2007 

is 52,797. 

The Deferred Compensation Plan for Non-Employee Directors of Honeywell International Inc. provides for mandatory and 

elective deferral of certain payments to non-employee directors. Mandatory deferrals are invested in notional shares of 

Common Stock. Directors may also invest any elective deferrals in notional shares of Common Stock. Additional notional 

shares are credited to participant accounts equal to the value of any cash dividends payable on actual shares of Common 

Stock. Notional shares of Common Stock are converted to an equivalent amount of cash at the time the distributions are 

made from the plan to directors. However, one former director is entitled to receive periodic distributions of actual shares of 

Common Stock that were notionally allocated to his account in years prior to 1992. The number of shares of Common Stock 

that remain to be issued to directors under this plan as of December 31,2007 is 1,497. 

(5) Column (b) does not include any exercise price for notional shares allocated to employees under Honeywell's equity 

compensation plans not approved by shareowners because all of these shares are notionally allocated as a matching 

contribution under the non-tax qualified savings plans or as a notional investment of deferred bonuses or fees under the cash 

incentive compensation and directors' plans as described in note 4 and are only settled for shares of Common Stock on a 

one-for-one basis. 

(6) No securities are available for future issuance under the AlliedSignal Incentive Compensation Plan for Executive Employees 

of AlliedSignal Inc. and its Subsidiaries and the Deferred Compensation Plan for Non-Employee Directors of Honeywell 

International Inc. The cash incentive compensation plan has expired. All notional investments in shares of Common Stock 

are converted to cash when payments are made under the directors' plan (other than with respect to 1,497 shares of Common 

Stock included in column (a) that is payable to one former director). The amount of securities available for future issuance 

under the Supplemental Non-Qualified Savings Plan for Highly Compensated Employees of Honeywell International Inc. 

and its Subsidiaries is not determinable because the number of securities that may be issued under this plan depends upon 

the amount deferred to the plan by participants in future years. 

The table does not contain information for the following plans and arrangements: 

• Employee benefit plans of Honeywell intended to meet the requirements of Section 401(a) of the Internal Revenue Code and a 

small number of foreign employee benefit plans that are similar to such Section 401(a) plans. 

• Equity compensation plans maintained by Honeywell Inc. immediately prior to the merger of Honeywell Inc. and AlliedSignal 

Inc. on December 1,1999. The right to receive Honeywell International Inc. securities was substituted for the right to receive 

Honeywell Inc. securities under these plans. No new awards have been granted under these plans after the merger date. The 

number of shares to be issued under these plans upon exercise of outstanding options, warrants and rights is 1,251,561 and 

their weighted-average exercise price is $48.18. 

Item 13. Certain Relationships and Related Transactions 
Information relating to certain relationships and related transactions is contained in the Proxy Statement referred to above in 

"Item 10. Directors and Executive Officers of the Registrant," and such information is incorporated herein by reference. 

Item 14. Principal Accounting Fees and Services 
Information relating to fees paid to and services performed by PricewaterhouseCoopers LLP in 2007 and 2006 and our Audit 

Committee's pre-approval policies and procedures with respect to non- audit services are contained in the Proxy Statement 

referred to above in "Item 10. Directors and Executive Officers of the Registrant," and such information is incorporated herein by 

reference. 
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Part IV. 
Item 15. Exhibits and Financial Statement Schedules 

(a)(l.) Consolidated Financial Statements: 

Consolidated Statement of Operations for the years ended December 31,2007,2006 and 2005 

Consolidated Balance Sheet at December 31,2007 and 2006 

Consolidated Statement of Cash Flows for the years ended December 31,2007,2006 and 2005 

Consolidated Statement of Shareowners' Equity for the years ended December 31,2007,2006 and 2005 

Notes to Financial Statements 

Report of Independent Registered Public Accounting Firm 

(a)(2.) Consolidated Financial Statement Schedules: ,PaJ»c Nu™b" 
„ , , , TT ,, , . in form 10-K 
Schedule II—Valuation and Qualifying Accounts ' 

""nM applicab,e Kus 1"'"* "*** m-™*-" 

(a)(3.) Exhibits 

See the Exhibit Index on pages 109 through 112 of this Annual Report on Form 10-K. 
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SIGNATURES 
Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has duly caused this 

annual report to be signed on its behalf by the undersigned, thereunto duly authorized. 

HONEYWELL INTERNATIONAL INC. 

February 15,2008 By: /s/ Talia M. Griep 

Talia M. Griep 

Vice President and Controller 

Pursuant to the requirements of the Securities Exchange Act of 1934, this annual report has been signed below by the following 

persons on behalf of the Registrant and in the capacities and on the date indicated: 

Name Name 

David M. Cote 

Chairman of the Board, 

Chief Executive Officer 

and Director 

Gordon M. Bethune 

Director 

Jaime Chico Pardo 

Director 

D. Scott Davis 

Director 

Linnet F. Deily 

Director 

Clive R. Hollick 

Director 

/s/ David J. Anderson 

David J. Anderson 

Senior Vice President and 

Chief Financial Officer 

(Principal Financial Officer) 

James J. Howard 

Director 

Ivan G. Seidenberg 

Director 

Bradley T. Sheares, Ph.D. 

Director 

Eric K. Shinseki 

Director 

John R. Stafford 

Director 

Michael W. Wright 

Director 

/s/ Talia M. Griep 

Talia M. Griep 

Vice President and Controller 

(Principal Accounting Officer) 

*By: /s/ David J. Anderson 

(David J. Anderson 

Attomey-in-fact) 

February 15,2008 
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EXHIBIT INDEX 

Exhibit No. Description 
2 Omitted (Inapplicable) 

3(i) Restated Certificate of Incorporation of Honeywell International Inc., as amended April 25,2005 
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ended December 31,2006) 
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HONEYWELL INTERNATIONAL INC 
SCHEDULE II—VALUATION AND QUALIFYING ACCOUNTS 

Three Years Ended December 31,2007 
(In millions) 

Allowance for Doubtful Accounts: 

Balance December 31,2004 $ 137 

Provision charged to income 83 

Deductions from reserves(l) (71) 
Acquisitions 30 

Balance December 31,2005 179 
Provision charged to income 111 
Deductions from reserves(I) (77 ) 

Acquisitions 4 

Balance December 31,2006 217 

Provision charged to income 79 
Deductions from reserves( 1) (115) 

Balance December 31, 2007 $ 181 

(1) Represents uncollectible accounts written off, less recoveries, translation adjustments and reserves acquired. 

Deferred Tax Assets—Valuation Allowance 

Balance December 31,2004 $ 338 

Additions charged to income tax expense 46 

Reductions credited to income tax expense (126 ) 

Additions charged to goodwill, due to acquisitions 219 

Balance December 31,2005 477 
Additions charged to income tax expense 40 

Reductions credited to income tax expense (3 ) 

Reductions charged to goodwill, due to acquisitions (24 ) 

Additions charged to other comprehensive income (loss), upon adoption of SFAS No. 158 28 

Reductions charged to deferred tax asset, due to expired NOL (2 ) 

Balance December 31,2006 516 

Additions charged to income tax expense 56 

Reductions credited to income tax expense (114) 
Additions charged to equity 28 

Reductions credited to deferred tax assets, due to expired NOL (19 ) 

Additions charged to deferred tax assets, due to capital loss carryforwards 51 

Reductions credited to goodwill (28 ) 

Balance December 31,2007 $ 490 
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PARTI 
Item 1. Business. 

Merck & Co., Inc. ("Merck" or the "Company") is a global research-driven pharmaceutical company that discovers, 
develops, manufactures and markets a broad range of innovative products to improve human and animal health. The Company's 
operations are principally managed on a products basis and are comprised of two reportable segments: the Pharmaceutical segment and 
the Vaccines segment. The Pharmaceutical segment includes human health pharmaceutical products marketed either directly or through 
joint ventures. These products consist of therapeutic and preventive agents, sold by prescription, for the treatment of human disorders. 
Merck sells these human health pharmaceutical products primarily to drug wholesalers and retailers, hospitals, government agencies and 
managed health care providers such as health maintenance organizations, pharmacy benefit managers and other institutions. The 
Vaccines segment includes human health vaccine products marketed either directly or through a joint venture. These products consist of 
preventative pediatric, adolescent and adult vaccines, primarily administered at physician offices. Merck sells these human health 
vaccines primarily to physicians, wholesalers, physician distributors and government entities. The Company's professional 
representatives communicate the effectiveness, safety and value of our pharmaceutical and vaccine products to health care professionals 
in private practice, group practices and managed care organizations. 

For financial information and other information about the Pharmaceutical segment and the Vaccines segment, see Item 7. 
"Management's Discussion and Analysis of Financial Condition and Results of Operations" and Item 8. "Financial Statements and 
Supplementary Data" below. 

Overview — During 2007, Merck began realizing benefits from its multi-year strategic plan designed to reengineer the way 
the Company develops and distributes medicines and vaccines worldwide. The Company is benefiting from the evolution of a new 
commercial model designed to align the Company's product research, development and marketing efforts utilizing the latest 
technologies and broadening its engagement with customers, physicians and scientific leaders to get needed medicines and vaccines 
through the development pipeline and to patients sooner. The Company is also working to build a sustainable research and development 
advantage by leveraging technologies to facilitate drug discovery and development and has successfully reduced clinical development 
cycle-time. 

The progress of these efforts is demonstrated in part by the Company's revenue growth in 2007, which reflected the 
continued market penetration and global rollout of Gardasii [Human Papillomavirus Quadrivalent (Types 6, 11,16 and 18) Vaccine, 
Recombinant], a vaccine to help prevent cervical cancer, pre-cancerous and low-grade lesions, vulvar and vaginal pre-cancers, and 
genital warts caused by human papillomavirus ("HPV") types 6, 11, 16 and 18; Januvia (sitagliptin phosphate), a medicine that 
enhances a natural body system to improve blood sugar control in patients with type 2 diabetes; and RotaTeq (Rotavirus Vaccine Live, 
Oral, Pentavalent), a pediatric vaccine to help prevent rotavirus gastroenteritis in infants and children, coupled with the strong 
performance of several in-line products. The growth in these products has more than offset 2007 revenue declines associated with the 
2006 loss of U.S. market exclusivity for Zocor and Proscar. 

Additionally, the Company continued the advancement of drug candidates through its pipeline. During 2007, the U.S. Food 
and Drug Administration (the "FDA") approved both Jamtmet (sitagliptin phosphate and metformin hydrochloride), an oral 
antihyperglycemic agent that combines Januvia with metformin in a single tablet to address all three key defects of type 2 diabetes, and 
Isentress (raltegravir), a first-in-class integrase inhibitor for the treatment of HIV-1 infection in treatment-experienced patients. In 
addition, on January 25,2008, the FDA approved Emend (fosaprepitant dimeglumine) for Injection, an intravenous therapy for the 
prevention of chemotherapy-induced nausea and vomiting ("CINV"). Also, the Company anticipates the FDA will take action in 2008 
on the New Drug Application ("NDA") for Cordaptive, the proposed trademark for MK-0524A, an extended-release ("ER") niacin 
combined with laropiprant, a novel flushing pathway inhibitor, for cholesterol management. Further, the Company made a supplemental 
filing with the FDA in January 2008 for Gardasii, for an expanded indication for women through age 45, and anticipates making a 
supplemental filing for Isentress later in 2008, for an expanded indication for use in treatment-naive patients. The Company currently 
has seven candidates in Phase III development and anticipates making NDA filings with respect to two of the candidates in 2008: 
MK-0524B, simvastatin 
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combined with laropiprant and ER niacin, and MK-0364, taranabant, an investigational medication for the treatment of obesity. The 
Company's research and development efforts are more fully discussed in "Research and Development" below. 

As part of implementing the new commercial model, the Company is reengineering its core business to be more efficient 
with the goal of reducing aspects of its cost base and realizing gross margin improvement. The reengineering includes the 
implementation of manufacturing and marketing cost savings initiatives. The initial phase of the global restructuring program 
announced in 2005 was designed to reduce the Company's cost structure, increase efficiency and enhance competitiveness. The scope 
of this initial phase included the implementation of a new supply strategy by the Merck Manufacturing Division over a three-year 
period, focusing on establishing lean supply chains, leveraging low-cost external manufacturing and consolidating our manufacturing 
plant network. As part of this program, through January 2008, Merck had closed, sold or ceased operations at five manufacturing sites 
and two preclinical sites and eliminated approximately 7,200 positions company-wide (comprised of actual headcount reductions and 
the elimination of contractors and vacant positions). The Company, however, continues to hire new employees as the business requires. 
The pretax costs of this restructuring program since inception through the end of 2007 were $2.1 billion, of which approximately 70% 
are non-cash, relating primarily to accelerated depreciation for those facilities scheduled for closure and approximately 30% represent 
separation and other restructuring related costs. These costs were $810.1 million in 2007 and are expected to be approximately 
$ 100 million to $300 million in 2008, at which time the initial phase of the restructuring program relating to the manufacturing strategy 
is expected to be substantially complete. Merck continues to expect the initial phase of its cost reduction program, combined with cost 
savings the Company expects to achieve in its marketing and administrative and research and development expenses, will yield 
cumulative pretax savings of $4.3 to $3.0 billion from 2006 through 2010. 

On November 9,2007, Merck entered into an agreement (the "Settlement Agreement") with the law firms that comprise the 
executive committee of the Plaintiffs' Steering Committee of the federal multidistrict Vioxx litigation as well as representatives of 
plaintiffs' counsel in state coordinated proceedings to resolve state and federal myocardial infarction ("MI") and ischemic stroke ("IS") 
claims already filed against the Company in the United States. If certain participation conditions under the Settlement Agreement are 
met (or waived), the Company will pay an aggregate fixed amount of $4.83 billion into two funds for qualifying claims consisting of 
$4.0 billion for qualifying MI claims and $830 million for qualifying IS claims that enter into the resolution process (the "Settlement 
Program"). As a consequence of the Settlement Agreement, the Company recorded a pretax charge of $4.85 billion in the fourth quarter 
of 2007. In addition, the Company recorded a pretax gain of $455 million relating to insurance proceeds which the Company was 
awarded (or agreed to receive pursuant to negotiated settlements) in the previously disclosed arbitration with the Company's upper level 
excess product liability insurance carriers relating to coverage for costs incurred in the Vioxx product liability litigation. These items are 
discussed more fully in Item 3. "Legal Proceedings" below. 

Also in the fourth quarter of 2007, the Company recorded a pretax charge of $671 million in connection with the anticipated 
resolution of investigations of civil claims by federal and state authorities relating to certain past marketing and selling activities, 
including nominal pricing programs and samples. On February 7,2008, the Company entered into definitive agreements resolving the 
investigations. This item is discussed more fully in Item 3. "Legal Proceedings" below. 

Earnings per common share ("EPS") assuming dilution for 2007 were $1.49 per share including the impact of the U.S. Vioxx 
Settlement Agreement charge, costs associated with the global restructuring program, the charge related to the resolution of certain civil 
governmental investigations and the gain from an insurance arbitration award related to Vioxx product liability litigation coverage, 
which collectively reduced EPS by $1.71 per share. In addition, EPS in 2007 reflects an acquired research charge related to the 
acquisition of NovaCardia, Inc. ("NovaCardia"), additional reserves established solely for fiiture legal defense costs for Vioxx litigation 
and the favorable impact of gains on sales of assets and product divestitures, as well as a net gain on the settlements of certain patent 
disputes. All of these items are discussed more fully in the notes to the consolidated financial statements. 
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Product Sales 

Sales'7,1 of the Company's products were as follows: 

(S 
in 

millions) 2007 2006 2005 

Singulair 
Cozaar/Hyzaar. 
Fosamax. _. ., .. 
ZQCOX 
Cosopt/Trusopt 
Primaxin 
Januvta _ 
Cancidas 
Vasotec/Vaseretic 
Maxalt 
Proscar . 
Propecia 
Arcoxia 
Crixivan/Stocrin 
Emend 
lnvanz 
Jaraimet 
Other pharmaceutical'7'' 

Vaccines:(3> 
Oardasil 
RotaTeq 
Zostavax 
ProQuad/M-M-R II/Varivax 
Hepatitis vaccines 
Other vaccines 

Other1"'' 

$ 4,266.3 .$..33793 . $  2,975,6 
3,350.1 . 3,163.1 3,037.2 

. 3,049.0 3,114.4 . 3,191.2 
876.5, . 2,8.02.7 4,381.7 
786.8 6973 6173 
763.5 704.8 739.6 
667.5 42.9 — 

536.9 _ 529.8 570.0 
494.6 5473 6233 
4673 406.4 348.4 
411.11 618.5 741.4 
405.4 . 351.8 291.9 
329.1 265.4 2183 
310.2 327.3 348.4 
2043 1303 87JQ 
1902. 139.2 . 93.7 
86.4 — -

2,465.9 2,780.5 2,295.1 

19,660.9 20;220.9 20,559.7 

1,480L6 234.8 —» 

524.7 163.4 -

236.0 38.6 -

1347.1 . 820.1 597.4 
2793 2485 194.5 
409.9 354.0 311.4 

4378.2 1,859.4 1,1033 

258.6 555.7 348.9 

S 24,197.7 " $ 22,636.0 $ '  22,011.9 

0) 

(2) 

0) 

(D 

Presented net of discounts and returns. 

Other pharmaceutical primarily includes sales of other human pharmaceutical products and revenue from the 
Company's relationship with Astra Zeneca LP ("AZLP") primarily relating to sales o/Nexium, as well as 
Prilosec. Revenue from AZLP was $1.7 billion, $1.8 billion and $1.7 billion in 2007, 2006 and 2005, 
respectively. In 2006, other pharmaceutical also reflected certain supply sales, including supply sales 
associated with the Company's arrangement with Dr. Reddy's Laboratories ("Dr. Reddy 's ") for the sale of 
generic simvastatin. 

These amounts do not reflect sales of vaccines sold in most major European markets through the Company's 
joint venture, Sanofi Pasteur MSD, the results of which are reflected in Equity income from affiliates. 

Other primarily includes other human and animal health joint venture supply sales and other miscellaneous 
revenues. 

The Company's pharmaceutical products include therapeutic and preventive agents, generally sold by prescription, for the 
treatment of human disorders. Among these are Singulair (montelukast sodium), a leukotriene receptor antagonist for the chronic 
treatment of asthma and for the relief of symptoms of allergic rhinitis; Cozaar (losartan potassium), Hyzaar (losartan potassium and 
hydrochlorothiazide), Vasotec (enalapril maleate) and Vaseretic (enalapril maleate-hydrochlorothiazide), the Company's most 
significant hypertension and/or heart 
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failure products; Fosamax (alendronate sodium) and Fosamax Plus D (alendronate sodium/cholecalciferol), Merck's osteoporosis 
products for the treatment and, in the case of Fosamax, prevention of osteoporosis; Zocor (simvastatin), Merck's atherosclerosis 
product; Cosopt (dorzolamide hydrochloride and timolol maleate ophthalmic solution) and Trusopt (dorzolamide hydrochloride 
ophthalmic solution), Merck's largest-selling ophthalmologics! products; Primaxin (imipenem and cilastatin sodium) and Cancidas 
(caspofungin acetate), anti-bacterial/anti-fungal products; Januvia and Janumet for the treatment of type 2 diabetes; Maxalt (rizatriptan 
benzoate), an acute migraine product; Proscar (finasteride), a urology product for the treatment of symptomatic benign prostate 
enlargement; Propecia (finasteride), a product for the treatment of male pattern hair loss; Arcoxia (etoricoxib) for the treatment of 
arthritis and pain; Crixivan (indinavir sulfate) and Stocrin (efavirenz) for the treatment of HIV infection; Emend (aprepitant) for the 
prevention of chemotherapy-induced and post-operative nausea and vomiting; and Invanz (ertapenem sodium) for the treatment of 
infection. 

The Company's vaccine products include Gardasil, a vaccine to help prevent cervical cancer, pre-cancerous and low-grade 
lesions, vulvar and vaginal pre-cancers, and genital warts caused by HPV types 6,11,16 and 18, RotaTeq, a vaccine to help protect 
against rotavirus gastroenteritis in infants and children, Zostavax (Zoster Vaccine Live), a vaccine to help prevent shingles (heipes 
zoster), Varivax [Varicella Virus Vaccine Live (Oka/Merck)], a vaccine to help prevent chickenpox, ProQuad [Measles, Mumps, 
Rubella and VaricellaVirus Vaccine Live], a pediatric combination vaccine against measles, mumps, rubella and varicella, and M-M-R 
II (Measles, Mumps and Rubella Virus Vaccine Live), a vaccine against measles, mumps and rubella. For a further discussion of sales 
of the Company's products, see Item 7. "Management's Discussion and Analysis of Financial Condition and Results of Operations" 
below. 

U.S. Product Approvals — On March 30,2007, the FDA approved Janumet, Merck's oral antihyperglycemic agent that 
combines Januvia with metformin in a single tablet to address all three key defects of type 2 diabetes. Janumet has been approved, as an 
adjunct to diet and exercise, to improve blood sugar (glucose) control in adult patients with type 2 diabetes who are not adequately 
controlled on metformin or sitagliptin alone, or in patients already being treated with the combination of sitagliptin and metformin. 

On October 12,2007, the FDA granted Isentress accelerated approval for use in combination with other antiretroviral agents 
for the treatment of HIV-1 infection in treatment-experienced adult patients who have evidence of viral replication and HTV-1 strains 
resistant to multiple antiretroviral agents. Isentress is the first medicine to be approved in a new class of antiretroviral drugs called 
integrase inhibitors. Isentress works by inhibiting the insertion of HIV DNA into human DNA by the integrase enzyme. Inhibiting 
integrase from performing this essential function limits the ability of the virus to replicate and infect new cells. The FDA's decision was 
based on a 24-week analysis of clinical trials in which Isentress, in combination with optimized background therapy in 
treatment-experienced patients, provided significant reductions in HIV RNA viral load and increases in CD4 cell counts. In February 
2008, the Company announced 48 week data that demonstrated Isentress, in combination with other anti-HIV medicines, maintained 
significant HIV-1 viral load suppression and increased CD4 cell counts through 48 weeks of therapy compared to placebo in 
combination with anti-HIV medicines, in two Phase III studies of treatment-experienced patients failing antiretroviral therapies. 
Patients in the studies had HIV resistant to at least one drug in each of three classes of oral antiretroviral medicines. By the end of2007, 
the medicine was approved for use in the EU, Canada and Mexico. Merck is also conducting Phase III clinical trials of Isentress in the 
treatment-nai've (previously untreated) HIV population. Potent antiretroviral activity has been demonstrated with no significant changes 
in serum lipids at week 48 and Isentress was generally well tolerated in patients. The Company anticipates making a supplemental filing 
with the FDA for the treatment-naive indication in 2008. 

On January 25, 2008, the FDA approved Emend for Injection, 115 mg, for the prevention of CIN V. Emend for Injection 
provides a new option for day one oral Emend (125 mg) as part of the recommended three-day regimen that delivers five days of 
protection from nausea and vomiting. Prior to the FDA decision, the European Union ("EU") on January 11,2008 granted marketing 
approval for Emend for Injection, known as IVEmend in the EU, an action that applies to all 27 EU member countries as well as 
Norway and Iceland. 

Vioxx U.S. Product Liability Settlement — On September 30, 2004, Merck announced a voluntary worldwide withdrawal of 
Vioxx, its arthritis and acute pain medication. The Company's decision, which was 
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** fr°m 8 pr0spective' randomized> Placebo-controlled clinical trial, APPROVe 

. , ,P" November 9,2007, the Comply announced that it had entered into an agreement (the "Settlement Agreement") with the 
law firms that comprise die executive committee of the Plaintiffs' Steering Committee of the federal multidistrict Vioxx litigation as 
federal mv^rH^Vef ^ Texfs'New Jersey a0"1 California state coordinated proceedings to resolve state and 
federal myocardial infarction ( MI") and ischemic stroke ( IS") claims filed as of that date in the United States. The Settlement 
Agreement, which also applies to tolled claims, was signed by the parties after several meetings with three of the four judges overseeing 
the coordination of more than 95 percent of the current claims in the Vioxx litigation. The Settlement Agr^m^apS tSy to 
U.S. legal residents and those who allege that their MI or IS occurred in the United States. y 

"SettlementP^^n^'l^g wTmfnf 1' 2°?8 (su^eCt to®4®8"0"), plaintiffs enroll in the resolution process (the 
Settlement Program") at least 85 percent of each of all currently pending and tolled (i) MI claims, (ii) IS claims, (iii) eligible MI and IS 

nav m ^ eligible MI and IS claims which together allege more than 12 months of use, Merck will 
pay an aggregate of $4.85 bitoon into two fends for qualifying claims consisting of $4.0 billion for qualifying MI claims and 

claims. 'Hie Company expects that the participation conditions will be met; however, if they are not, the 
Company will have the right to waive the conditions or terminate the Settlement Agreement. 

r,h*m,™„'?^iS'"0nS ~r°n S35tembeJ.11 •200,7, comPleted the acquisition of NovaCardia, a privately held clinical-stage 
pharmaceutical company focused on cardiovascular disease. This acquisition added rolofylline (MK-7418) NovaCardia's 
investigational Phase III compound for acute heart failure, to Merck's pipeline. 

Joint Ventures — The Company has a number of joint ventures relating to its Pharmaceutical and Vaccines segments. 
Pharmaceutical 

In 2,000idle Company and Schering-Plough Corporation ("Schering-Plough") entered into agreements to create separate 
equally-owned partnerships to develop and market m the United States new prescription medicines in the cholesterol-management and 
cmmtriKof Decemb" ̂ 01 ̂ the dholesterol-management partnership agreements were expanded to include all the 

excluding Japan In October 2002, Zetia fezetimibe) (marketed as Ezetrol outside the United States), the first in a 
?w. JT. , chofesterol-lowenng agents, was launched in the United States. In July 2004, Vytorin (mariceted as Inegy outside the 
United States), a combination product containing the active ingredients of both Zetia and Zocor, was approved in theUnited States. 

Schering-Plough sell Vytorin and Zetia through their joint venture company, Merck/Schering-Plough 
of ?|7FNHA NPF^Ffft ? J?nV1*ly 1 ^ MSP Partnership announced the primary endpoint and other results 
of foe ENHANCE (Effect of Combination Ezehmibe and High-Dose Simvastatin vs. Simvastatin Alone on the Atherosclerotic Process 
for nresemation 7 ! HyP^cltolesterolemi?) "ial. The MSP Partnership submitted an abstract on the ENHANCE trial 

American College of Cardiology meetmg m March 2008 and was notified of its acceptance by the College 
surrogate endpoint tnal conducted in 720 patients with Heterozygous Familial Hypercholesterolemia, a rare " 

condition that affects approximately 0.2 Aof the population. All analyses were conducted in accordance with the original statistical 
analysis plan. The primary endpoint was the mean change in the intima-media thickness measured at three sites in the carotid arteries 
(the right and left common carotid, internal carotid and carotid bulb) between patients treated with ezetimibe/simvastatin 10/80 ma 
rasus patients treated with simvastatin 80 mg alone over a two year period. There was no statistically significant difference between 
thlpnmary e^P°1,nt' waf also no statistically significant difference between the treatment groups for each of 
fee components of the primary endpoint, including the common carotid artery. Key secondary imaging endpoints showed no statistical 
difference between treatment groups. The overall incidence rates of treatment-related adverse events, serious adverse events or adverse 
fWrall1° dlsc°?*muabon generally similar between treatment groups. Both medicines were generally well tolerated. 

profiles of ezetimibe/simvastatin and simvastatin alone were similar and generally consistent wife their product 
treatm t WaS 8 slgnif5cant dlfference ln low-density lipoprotein ("LDL") cholesterol lowering seen between fee 
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SS- «* LDf cb°lestei'01 leering at 24 months on ezetimibe/simvastatin as compared to 41% at 24 months on simvastatin 
alone. This surrogate endpomt study was not powered nor designed to assess cardiovascular clinical event outcomes The MSP 
SllS trial, a largo clinical cardiovascular outcomesS c^pa^g K 
(ezetimibe/simvastatin) and simvastatin and including more than 10,000 patients. Vytorm contains two medicines* ezetimibe and 
simvastatin. Vytorm has not been shown to reduce heart attacks or strokes more than simvastatin alone. 

During December 2007 and through February 26,2008, the Company and its joint-venture partner Schering-Plough 
J^lnt f!SP u "ouse Conunittee on Energy and Commerce and the House Subcommittee on Oversight and 

Investigations, and one letter from tire Senate Finance Committee, collectively seeking a combination of witness interviews documents 
and information on a variety of issues related to the ENHANCE clinical trial, the sale and 
Ywk SSL° I'2008, ?e CTpani^ and ,he MSP Partnership each received two subpoenas from the New 
York State Attorney General s Office seeking similar information and documents. Merck and Schering-Plough have also each received 
atator from the Office of the Connecticut Attorney General dated February 1,2008 requestingSXto taS 

mA 3 of disclosures of the results of ENHANCE. The Company is cooperating with these 
investigations and working with Schering-Plough to respond to the inquiries. In addition, since mid-January 2008 the Company has 
cSlnTonnftion ^h'rM.PP 85 ^ aCtion Iawsuits common UwSmte co^eS claims in connection with the MSP Partnership s sale and promotion of Vytorm and Zetia. 

venture ren™Sf™^^^ Whereby ^ Con,pany act»uired Astra>s interest in the joint 
,fnMre' "?™, , „Ii?c i„KBI ). M»d contributed KBI's operating assets to a new U.S. limited partnership named Astra 
A^hSSafp' w^iK Partnership), m which the Company maintains a limited partner interest. The Partnership, renamed 
AstraZeneca LP, became the exclusive distributor of the products for which KBI retained rights. The Company earns certain Partnershin 
returns as well as ongoing revenue based on sales of current and future KBI products. The Partnership returns include a priority return 
prodded for in the Partnership Agreement, variable returns based, in part, upon sales of certain former Astra USA Inc products and a 
preferential return representing the Company s share of undistributed Partnership GAAP earnings. In conjunction with the 1998 ' 
restructuring, for a payment of $443.0 million, Astra purchased an option to buy the Company's interest in the KBI products excluding 

m gastrointestinal medicines Nexium and"Prilosec. The CompLyalso gnmTedAslraan<Erthe^ Stare? 
^es ofAfar/Z Sd Pril^r * COmmon stock mterest m KBI'at 311 exercise Pri<* based on the present value of estimated future net 

„ fIn AP"! ,999> Astra merged with Zeneca Group Pic, forming AstraZeneca AB ("AstraZeneca"). As a result of the merger in 
exchange for the Company s relinquishment of rights to future Astra products with no existing or pending U S patents at the time of the 
ISSZWl 967-4r^'Which iS*SWt0 3 true"up calcuIation in 2008 -My rS^tffiaS of 
this amount. The merger also triggers a partial redemption of the Company's limited partner interest in 2008. Furthermore as a result of 
rnZTnZ As^aZfn,®ca s 0P'!0n Asset Option") to buy the Company's interest in the KBI products is exercisable in 2010 and the 
Company has the right to require AstraZeneca to purchase such interest in 2008. In February 2008, the Company advised AZLP that it 
will not exercise the Asset Option. In addition, the Shares Option is exercisable two years after Astra's purchase of the Company's 

p.ro ucts*.1116 exercise ofthls option by Astra is also provided for in the year 2017 or if combined annual sales of the 
Th» * below a"""""""!™ amount provided, in each case, only so long as AstraZeneca's option in 2010 has been exercised 
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Significant joint venture products are Pepcid AC (famotidine), an over-the-counter form of the Company's ulcer medication Pepcid 
(famotidine), as well as Pepcid Complete, an over-the-counter product which combines the Company's ulcer medication with antacids 
(calcium carbonate and magnesium hydroxide). 

Vaccines 
In 1994, the Company and Pasteur M&ieux Connaught (now Sanofi Pasteur S.A.) formed a joint venture to market human 

vaccines in Europe and to collaborate in the development of combination vaccines for distribution in the then existing EU and die 
European Free Trade Association. The Company and SanofI Pasteur contributed, among other things, their European vaccine businesses 
for equal shares in the joint venture, known as Pasteur Mdrieux MSD, S.N.C. (now Sanofi Pasteur MSD, S.N.C.). The joint venture 
maintains a presence, directly or through affiliates or branches in Belgium, Italy, Germany, Spain, France, Austria, Ireland, Sweden, 
Portugal, the Netherlands, Switzerland and the United Kingdom, and through distributors in the rest of its territory. 

Other 
In 1997, the Company and Rhone^Poulenc S.A. (now Sanofr-Aventis S.A.) combined their respective animal health and 

poultry genetics businesses to form Merial Limited ("Merial"), a fully integrated animal health company, which is a stand-alone joint 
venture, equally owned by each party. Merial provides a comprehensive range of pharmaceuticals and vaccines to enhance the health, 
well-being and performance of a wide range of animal species. 

Competition — The markets in which the Company conducts its business are highly competitive and often highly regulated. 
Global efforts toward health care cost containment continue to exert pressure on product pricing and access. 

Such competition involves an intensive search for technological innovations and the ability to market these innovations 
effectively. With its long-standing emphasis on research and development, the Company is well prepared to compete in the search for 
technological innovations. Additional resources to meet competition include quality control, flexibility to meet customer specifications, 
an efficient distribution system and a strong technical information service. The Company is active in acquiring and marketing products 
through joint ventures and licenses and has been refining its sales and marketing efforts to further address changing industry conditions. 
To enhance its product portfolio, the Company continues to pursue external alliances, from early-stage to late-stage product 
opportunities, including joint ventures and targeted acquisitions. However, the introduction of new products and processes by 
competitors may result in price reductions and product replacements, even for products protected by patents. For example, the number 
of compounds available to treat diseases typically increases over time and has resulted in slowing the growth in sales of certain of the 
Company's products. 

Legislation enacted in all states in the United States, particularly in the area of human pharmaceutical products, allows, 
encourages or, in a few instances, in the absence of specific instructions from the prescribing physician, mandates the use of "generic" 
products (those containing the same active chemical as an innovator's product) rather than "brand-name" products. Governmental and 
other pressures toward the dispensing of generic products have significantly reduced the sales of certain of the Company's products no 
longer protected by patents, such as Zocor, which lost market exclusivity in the U.S. in 2006 and the Company experienced a significant 
decline in Zocor sales thereafter. Fosamax lost market exclusivity in the United States in February 2008. Fosamax Plus D will lose 
marketing exclusivity in the United States in April 2008. As a result of these events, the Company expects significant declines in 
U.S. Fosamax and Fosamax Plus D sales. 

Distribution — The Company sells its human health pharmaceutical products primarily to drug wholesalers and retailers, 
hospitals, government agencies and managed health care providers such as health maintenance organizations, pharmacy benefit 
managers and other institutions. Human health vaccines are sold primarily to physicians, wholesalers, physician distributors and 
government entities. The Company's professional representatives communicate the effectiveness, safety and value of the Company's 
pharmaceutical and vaccine products to health care professionals in private practice, group practices and managed care organizations. 
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•mr,, s£2£k5 SffiofSSSHSSiS SftSKSuJSJjr'fiSf re®",ii°" ** "s«™i. 
foe testing, approval, safety, effectiveness, manufacturing labelma ^d market?n^f ^I ^ a?ninisters requirements covering 
FDA requirements have increased the amount of time and monev £8°-P ^°? Pharmaceuticals. In many cases, the 
United States. In 1997, the Food and Drug Administration ^ PT^.:and .bn^ ltant0 ̂  ̂  
culmination of a comprehensive legislative reform effort Hpctam>ri #rt e* r FDA Modernization Act ) was passed and was the 
the regulation ofdru£ medica?dSsld f^M and to improve 
effective drugs and biologies by expediting the premarkefS2foS ^ A •tlmely availability of safe and 
re-aufoonzation of the Prescription Drug User Fee Act ofMwSZS^' * ^ provis,on ofthe legislation is the 
drug manufacturers to augment FDA resources ™*^ for L SSnSn ~»Pnued collection of user fees from prescription 
necessary to ensure the prompt approval of safe and effective new drugs. applications. This helps provide the resources 

and Modernization AcUif 2003,'thf°h^Ts^S foto^aw kD^bw^3y^scrintithedMediC8re Pres5riPtion Dru8 Improvement 
This legislation supports the Company's goal of improving acc^tTm?dicfo« hv tv P 8 coverage teg3" on January 1,2006. 
market-based incentives for phannaceutical innovation At the «nw ? insarance coverage, while preserving 
controlled by competitive pressures and by encouraging the appropriated medirines TO ^s"athat Prescription drug costs will be 
consider again, proposals to increase foe ««M«d. and may 

drugs, drug safety, advtrtsing6mSiSm"'j3tate overnight with foe approval process for new 
The Company believes that it will continue to be ableto conduct its fnelSfT' ̂  J™!113"12/ variously under review, 
in this regulatory environment One type of federal initiative to cont^fede^'h^irt^ 8 ul5°du.ctl°n of new drugs to foe market, 
payment system, first implemented to reduce the rate of ernwth m health care spending is the prospective or "capitated** 
advance . flat rate for retob^Tent feKh Such 3 sys*m establishes in 
system and other cost containment systems are now widely used bv nnblic and nr,w 15 responsible. This type of payment 
maintenance organizations and ofoercustorneraomTc™^ »d>>ve caused hospitals, health' 
decisions regarding foe medicines to be made available to theirpatientT^eComnTvT treaVne°'decisions, including 
employers to slow increases in health care costs. Further foe (W;<SSTy continues to work with private and federal 
rnbrn merged fe of CodW, mtd,d„e! £/h,™ ™ 

m. F» ̂ XlSS^S^^VS^JSSSf.'i »•«> "» •!««"»*«? — 
discounts for outpatient medicines purchased by cemin Pub^c Hea^ ^ Med,caid. to provide 
meeting certain criteria), and to provide minimum discounts of 24%off o^fmed'wlfrH1pr?p0rtl0nate shalf hospitals (hospitals 

beyondIhose whol^dlgibkpSeS'^ke'sl;",0D' ksomeeesesforpedenie 
Control and Prevention ("CDC") fonds and purchase ent.,tlem??t Pr°gram- .the U.S. Centera for Disease 
Medicaid-eligible, uninsured, Native American and certain underinsured childrat "riS r 3 p sector price for the immunization of 
2007 which is in effect until March 2008 for foe supply of pediatric vTccin« fr>r !h Jv Company was awarded a CDC contract in April 
2006, patients previously eligible for Medicaid wh^re also MefocJ^beneLfan'^^f01"63 program. As of January 1, 
state-administered Medicaid system to be covered by the new Medfole p^ °r dlsabIed>left 
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Outside the United States, the Company encounters similar regulatory and legislative issues in most of the countries where it 
does business. There, too, the primary thrust of governmental inquiry and action is toward determining drug safety and effectiveness, 
often with mechanisms for controlling the prices of or reimbursement for prescription drugs and die profits of prescription drug 
companies. The EU has adopted directives concerning the classification, labeling, advertising, wholesale distribution and approval for 
marketing of medicinal products for human use. The Company's policies and procedures are already consistent with the substance of 
these directives; consequently, it is believed that they will not have any material effect on the Company's business. 

In addition, certain countries within the EU, recognizing the economic importance of the research-based pharmaceutical 
industry and the value of innovative medicines to society, are working with industry representatives to improve the competitive climate 
through a variety of means including market deregulation. 

The European Commission is conducting a pharmaceutical sector inquiry involving a number of companies concerning 
competition and the introduction of innovative and generic medicines. As part of its inquiry, the Company's offices in Germany were 
inspected by the authorities beginning on January 15,2008. The Commission has not alleged that the Company or any of its subsidiaries 
have engaged in any unlawful practices. The Company is cooperating with the Commission in this sector inquiry. 

As previously disclosed, in May 2007 the government of Brazil issued a compulsory license for Stocrin, which makes it 
possible for Stocrin to be produced by a generic manufacturer despite the Company's patent protection on Stocrin. In November 2006, 
the government of Thailand stated that it had issued a compulsory license for Stocrin, despite the Company's patent protection on 
Stocrin, which the government of Thailand contends makes it possible for Stocrin to be produced by a generic manufacturer. The 
Company remains committed to exploring mutually acceptable agreements with the governments of Brazil and Thailand. 

The Company is subject to the jurisdiction of various regulatory agencies and is, therefore, subject to potential administrative 
actions. Such actions may include seizures of products and other civil and criminal sanctions. Under certain circumstances, the 
Company on its own may deem it advisable to initiate product recalls. The Company believes that it should be able to compete 
effectively within this environment. 

The Company is subject to a number of privacy and data protection laws and regulations globally. The legislative and 
regulatory landscape for privacy and data protection continues to evolve, and there has been an increasing amount of focus on privacy 
and data protection issues with the potential to affect directly the Company's business. 

> Patents, Trademarks and Licenses — Patent protection is considered, in the aggregate, to be of material importance in the 
Company's marketing of human health products in the United States and in most major foreign markets. Patents may cover products 
per se, pharmaceutical formulations, processes for or intermediates useful in the manufacture of products or the uses of products. 
Protection for individual products extends for varying periods in accordance with the legal life of patents in the various countries. The 
protection afforded, which may also vary from country to country, depends upon the type of patent and its scope of coverage. 
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. . „ .Patent portfolios developed for products introduced by the Company normally provide market exclusivity. The Company has 
the tollowmg key U.S. patent protection and Pediatric Exclusivity for major marketed products: 

Product 

Cemcidas 
Comvax . . 
Cosopt 
CozactK . . 
Crixtvau-
Emend 
Gardasil . 
Hyzaar . 
Irrvanz 
Isentress _ . 
Jtmuvia/Jarmmet 
Maxalt ... 
Primaxia 
Propecia 
RecamMvax... 
RotaTeq 
Smgulair 
Truso.pt. 
Zetia/Vytorin 
Zolinza. _ 
Zastavax 

Year 
of 
Expiration 
(in 
U.S.) 

-2015 (eompout^j/ito (fetmulaiioa) " ~ ' ~~ 
2020. . _ _ ' " " " 

2008 lir " L~ ~ ~ • 
2010 „ _ ... 
20l2(compOund) 12018 (fenn«lation)l 
2012 (compound) / 2015 (Patent..Term Restoration) 
2020 — ~ a „* .j „ .j_ „ -

2010 7 777 ~~ 
2016 (compound and PediatricBxclusivity) /2017 (compositidn) 

2022 "  7  " •  " 7  -!T~ ..ILZ • 
2012 (compound) 12014 .(other) _ 

7 • •.:77S7I7I7r27r; r--: 
.2013 "" 
2020 
2014 (product)/2019(Patent TennRestoration) . . -
2012 

-2008_ , . , ' " 7 '"" 
2015 (ezetimi&e-component in both products) / 201.6 (Patent Term Restoration) 

.201.1 (compound)./20I5,(P?tent Term.Restoration) 
'-21* ' 'v '.".rSi jffl \ 

r .. „ basic pat,e,nt 1S a!so ln effect fPr Sustiva/Stocrin (efavirenz). Bristol-Myers Squibb ("BMS"), under an exclusive license 
trom the Company, sells Sustiva in the United States, Canada and certain European countries. The Company markets Stocrin in other 
countries throughout the world. The basic patent for Aggrastat (tirofiban hydrochloride) in the United States was divested with the 
product in 2003. The Company retains basic patents for Aggrastat outside the United States. 

. . The.F®A Modernization Act includes a Pediatric Exclusivity Provision that may provide an additional six month* 0f market 
exclusivity m the United States for indications of new or currently marketed drugs if certain agreed upon pediatric studies are completed 
by the applicant. These exclusivity provisions were re-authorized by the Prescription Drug User Fee Act passed in September 2007 
Current U.S. patent law provides additional patent term under Patent Term Restoration for periods when the patented product was under 
regulatory review before the FDA. For further information with respect to the Company's patents, see "Patent Litigation" below. 

While the expiration of a product patent normally results in a loss of market exclusivity for the covered pharma™mtiral 
product, commercial benefits may continue to be derived from: (i) later-granted patents on processes and intermediates related to the 
most economical method of manufacture of the active ingredient of such product; (ii) patents relating to the use of such product' 
(HI) patents relating to novel compositions and formulations; and (iv) in the United States, market exclusivity that may be available 
under federal law. The effect of product patent expiration on pharmaceutical products also depends upon many other factors such as the 
nature of the market and the position of the product m it, the growth of the market, the complexities and economics of the process for 
manufacture of the active ingredient of the product and the requirements of new drug provisions of the Federal Food Drue and 
Cosmetic Act or similar laws and regulations in other countries. 

Additions to market exclusivity are sought in the United States and other countries through all relevant laws including laws 
increasing patent life. Some of the benefits of increases in patent life have been partially offset 
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by a general increase in the number of, incentives for and use of generic products. Additionally, improvements in intellectual property 
laws are sought in the United States and other countries through reform of patent and other relevant laws and implementation 0f 
international treaties. 

Fosamax lost market exclusivity in the United States in February 2008. Fosamax Plus D will lose marketing exclusivity in 
the United States in April 2008. As a result of these events, the Company expects significant declines in U.S Fosamax and Fosamax 
Plus D sales. 

Worldwide, all of the Company's important products are sold under trademarks that are considered in the aggmgarn to be of 
material importance. Trademark protection continues in some countries as long as used; in other countries, as long as registered 
Registration is for fixed terms and can be renewed indefinitely. 

Royalties received during 2007 on patent and know-how licenses and other rights amounted to $156.4 million The 
Company also paid royalties amounting to $1.326 billion in 2007 under patent and know-how licenses it holds. 

Research and Development 

The Company's business is characterized by the introduction of new products or new uses for existing products through a 
strong research and development program. Approximately 11,700 people are employed in the Company's research activities. 
Expenditures for the Company's research and development programs were $4.9 billion in 2007, $4.8 billion in 2006 and $3.8 billion in 
2005. The Company maintains its ongoing commitment to research over a broad range of therapeutic areas and clinical development in 
support of new products. 

The Company maintains a number of long-term exploratory and fundamental research programs in biology and chemistry as 
well as research programs directed toward product development. Merck's research and development model is designed to increase 
productivity and improve the probability of success by prioritizing the Company's research and development resources on disease areas 
such as atherosclerosis, hypertension, diabetes and obesity, novel vaccines, neurodegenerative and psychiatric diseases and targeted 
oncology therapies. These therapeutic areas were carefully chosen based on a set of criteria including unmet medical needs, scientific 
opportunity and commercial opportunity. Within these therapeutic areas, Merck will commit resources to achieve research breadth and 
depth and to develop best-in-class targeted and differentiated products that are valued highly by patients, payers and physicians. 

The Company will also make focused investments in other areas of important unmet medical need. In addition, the Company 
will continue to pursue appropriate external licensing opportunities. 

In the development of human health products, industry practice and government regulations in the United States and most 
foreign countries provide for the determination of effectiveness and safety of new chemical compounds through preclinical tests and 
controlled clinical evaluation. Before a new drug may be marketed in the United States, recoided data on preclinical and clinical 
experience are included in the NDA or the Biologies License Application to the FDA for the required approval. The development of 
certain other products is also subject to government regulations covering safety and efficacy in the United States and many foreign 
countries. 

Once the Company's scientists discover a new compound that they believe has promise to treat a medical condition, the 
Company commences preclinical testing with that compound. Preclinical testing includes laboratory testing and animal safety studies to 
gather data on chemistry, pharmacology and toxicology. Pending acceptable preclinical data, the Company will initiate clinical testing 
m accordance with established regulatory requirements. The clinical testing begins with Phase I studies, which are designed to assess 
safety, tolerability, pharmacokinetics, and preliminary pharmacodynamic activity of the compound in humans. If favorable, additional, 
larger Phase II studies are initiated to determine the efficacy of the compound in the affected population, define appropriate dosing for 
the compound, as well as identify any adverse effects that could limit the compound's usefulness. If data from tire Phase II trials are 
satisfactory, the Company commences large-scale Phase III trials to confirm the compound's efficacy and safety. Upon completion of 
those trials, if satisfactory, the Company submits regulatory filings with the appropriate regulatoiy agencies around the world to have 
the product candidate approved for marketing. There can be no assurance that a compound that is the result of any particular program 
will obtain the regulatory approvals necessary for it to be marketed. 
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to the Pm the.FD^ process be8ins once a complete NDA is submitted and received by the FDA Pursuant 

The Company has one drug candidate currently under FDA review 

Ŝ=SSSS»SSSSAA=. 
The Company anticipates filing two NDAs with the FDA in 2008-

ESSSSGGIGPSSEGSSC-
Merck currently has seven products in Phase III development (including MK-0524B and MK-0364 discussed above)-
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**v aoca Additional1y..in December 2007, the Company announced it plans to initiate a seauenced Phase III nmoram in 9aa« r™. 

SSŜ EBSISSI;, 
CS£H5SBASSS2&TAA -̂-
e.. , The Company's clinical pipeline includes candidates in multiple disease areas includine atherosclemsk 

discover, develop, and commercialize current as well as fiiture SARM molecules. programs and partner to 
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compound with a specific mechanism in a given therapeutic area. Small molecules and biologies are given MK-number designations 
and vaccine candidates are given V-number designations. Back-up compounds, regardless of their phase of development, additional 
indications in the same therapeutic area and additional claims, line extensions or formulations for in-line products are not shown. 

Phase I 
Alzheimer's Disease 

V950 
Atherosclerosis 
MK-1903 
MK-6213 

Cancer 
MK-Q646 
MK-Q7S2 
MK-2461 
MK-4721 
V930 

Cardiovascular 
MK-0448 
MK-1809 

Diabetes 
MK-0941 
MK-2662 
MK-8245 

Phase I 
Infectious Disease 

MK-3281 
MK-4965 
MK-7009 
MK-8122 
V512 

Neurologic 
MK-8998 
MK-430S 

Ophthalmic 
MK-0140 

Parkinson's Disease 
MK-0657 

Psychiatric Disease 
MK-5757 

Phase II 
Alzheimer's Disease 
MK-0249 

Atherosclerosis 
MK-0859 
MK-0633 

Cancer 
MK-0457 
MK-0822 

Cardiovascular 
MK-8141 

Diabetes 
MK-0893 

HPV 
V502 

Infectious Disease 
V419 
V710 

Neurologic 
MK-0249 

Ophthalmic 
SIRNA-027™ 

Pain 
MK-2295* 

Psychiatric Disease 
MK-0249 

Respiratory Disease 
MK-0633 

Sarcopenia 
MK-2866 

Stroke 
MK-0724 

Phase III 
Atherosclerosis 

MK-0524B 
Cancer 

MK-8669 
(deforolimus; 
AP23573) 

Heart Failure 
MK-7418 

(rolofylline; 
KW3902) 

Hepatitis B Vaccine 



V270 
Migraine 

MK-0974 
Obesity 
MK-0364 

(taranabant) 
Osteoporosis 
MK-0822 

(odanacatib) 
... . Under FDA Review Atherosclerosis 
Cordaptive 
(pending trademark) 

(MK-0524A) 

Diabetes 2007 U.S. Approvals 
Janumet 

HIV 
Isentress 

(MK-0518) 

2008 U.S. Approvals 
Emend for Injection 

(MK-0517) 
* Proof-of-Concept Molecule 

(I) Clinical Program conducted by Allergen, Inc. 

mnrire " °r s^e,ma!'ks: appearing in type form different from that of the surrounding text are trademarks or service 
Me^t/S^heHno-pi^?^ ^ ^' 1,8 snbs,d,anes °* affiliates (including Zetia and Vytorin, trademarks owned by entities of the 

k/Schenng—Plough partaCTship), except as noted. Cozaar and Hyzaar are registered trademarks of EI du Pont de Nemours and 
Company, Wilmmgton, DE and Prilosec and Nexium are trademarks of the Astx^i^ 
Vasereltc am owned by Brovail Laboratories Incorporated. The U.S. trademark for S 

Employees 
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SLFŜ SPSSSIS; 
announced its intentionTseK^ PreVi0USly 

Environmental Matters 

2007, flte C^p^™liKUTCd!^^ex^i^to^ofa^o!dmateIvtS9a'? a?pHcable fvironmental laws and regulations. In 

Geographic Area Information 

=sSH£SSS2S-35SS~Se53S 

&̂ esa=s9S2SA 

Supplem J^te"BbfZ,ati°n ̂  ge0graphic areas ofthe Company's business is discussed in Item 8. "Financial Statements and 

Available Information 



J14® C^fy'? cor^rate governance guidelines and the charters of the Board of Directors' six standing committees are 
stocldbolder who^e^es^itSfronTthe Company^ rPf2£gi£ggm2tfla££. and all such information is available in print to any 

Item 1A. Risk Factors. 

.  . . .  ,  Y o u  s h o u l d  c a r e f u l l y  c o n s i d e r  a l l  o f  t h e  i n f o r m a t i o n  s e t  f o r t h  i n  t h i s  F o r m  1 0 - K ,  i n c l u d i n g  t h e  f o l l o w i n g  r i s k  f a c t o r s ,  b e f o r e  
deciding to invest in any of the Company's securities. The risks below are not the only ones the Company faces. Additional risks not 

t0 toe Company or that the Company presently deems immaterial may also impair its business operations The 
Company s business, financial condition, results of operations or prospects could be materially adversely affectedby any of these risks 
This Fonn 10-K also contams forward-looking statements that involve risks and uncertainties. TheCoLany'SltTLuld Sridlv 
differ from toose anticipated m these forward-looking statements as a result of certain factors, including the risks it faces as described 
below and elsewhere. See "Cautionary Factors that May Affect Future Results" below. described 

The Company faces significant litigation related to Vioxx. 

, ,  . ,  S ^ t e m b e r J l O ,  2 0 0 4 ,  t h e  C o m p a n y  v o l u n t a r i l y  w i t h d r e w  Vioxx, its arthritis and acute pain medication from the market 
worldwide. As of December 31,2007, approximately 26,500 product liability lawsuits, involving approximately 47,275 plaintiff 

lnJuPes resulting from the use of Vioxx, have been filed against the Company in state and federal courts in the 
d TK Co'!lP^1S aI«°f decant in approximately 262 purported class actions related to the use of Vioxx (All of these 

Is Product Liability Lawsuits".) As discussed above, on November 9,2007, the Company announced 
Plaintiffs' sSne^oi^ifed l ^thc law firms 11,84 comPrise toe executive committee of the 
Haintitts bteenng Committee of the federal multidistnct Vioxx litigation as well as representatives of plaintiffs' counsel in the Texas 

f*fe, c9°ftonated proceedings to resolve state and federal myocardial infarction ("MI") and ischemic stroke 
1 , of that date in the United States. The Settlement Agreement, which also applies to tolled claims was signed bv the 

panes after several meetings with three of the four judges overseeing the coordination of more than 95 percent of the' currenuteims in 
orIS ^owu^^Xthe IMted States"' Settlement Agreement aPPlies on'y to u-s- legal residents and those who allege that their MI 

"SettlemenypX^eatflXX^emfnV ̂  ̂  1' 2°,°8 (su^eC'40 extensi°n), plaintiffs enroll in die resolution process (the 
bettlement Program") at least 85 percent of each of all currently pending and tolled (i) MI claims, (ii) IS claims (iii) eligible MI and IS 

claims together which myolve death, and (iv) eligible MI and IS claims which togetherallegeXorethan12ZMf « MoS^l 
KE? re °? mt° ^nds for quaMfynig claims consisting of $4.0 billion for qualifying MI claims id 

aims- P® Co?Pany spec's toat the participation conditions will be met; however, if they are not the 
Company will have the right to waive the conditions or terminate the Settlement Agreement. 

Claims of certain individual third-party payors remain pending in the New Jersey court, and counsel purporting to represent 
stayed D r 1-party payors has toreatened to file numerous additional such actions. Activity in the pending cases is currently 

There are also pending in various U.S. courts putative class actions purportedly brought on behalf of individual purchasers or 
users of Vioxx and claiming either reimbursement of alleged economic loss or an entitlement to medical monitoring. All of these cases 
^nrLt/ Proc®fural stages, andno class has been certified. In New Jersey, the trial court dismissed the complaint in the case of 
in ihl « ,de med£aJ monit°nn8 class. The Appellate Division reversed the dismissal, and the issue is now on appeal 
to the New Jersey Supreme Court. That court heard argument on October 22,2007. 

, .. 111 action to the Vioxx Product Liability Lawsuits, various puiported class actions and individual lawsuits have been 
brought against die Company and several current and former officers and directors of the Company alleging that the Company made 

Vi0X* m vlo!ation of |he federal and state securities laws (all of these suits are referred to as 
md fo^r eSXvees Varlous Pu4a4lve class act,ons have been brought against the Company and several current and former employees, 
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1 theC°mpanyanegmg violations of the Employee Retirement Income Security Act ("ERISA"). (AH of these 
suits are referred to as the Vioxx ERISA Lawsuits .) In addition, shareholder derivative suits that were previously filed and dismissed 
are now mi appeal and several shareholders have filed demands with the Company asserting claims against the Board members and 
Company officers. (All of th«e suits and demands are referred to as the "Vioxx Derivative Lawsuits" and, together with the Vioxx 

lLaw*uts 1nd to® Vl0xx ERISA Lawsuits, the "Vioxx Shareholder Lawsuits".) The Company has also been namwt as a 
i™ u!l0US °?^tnes outs,de ^ United Stales. (AH of these suits are referred to as the "Vioxx Foreign Lawsuits".) 

I™ ^^.SUe? Uv.seven states and two counties with respect to die marketing of Vioxx. The Company anticipates 
thatadditional lawsuits relating to Vioxx wiH be filed against it and/or certain of its current and former officers and directors in Hie 

The SEC is conducting a formal investigation of the Company concerning Vioxx. The U.S. Department of Justice has issued 
K^rt??ena .requ®flnS r?lafm8t0 fte Company's research, marketing and selling activities with respect to Vioxx in a federal 

i^ COnU skfttes. There are also ongoing investigations by local authorities in Europe. A group of 
'ftrty-°n® states and fte District of Columbia are conducting an investigation of the Company's sales and 

9?® Companyis cooperating with authonties in all of these investigations. (A11 of these investigations are referred 
?n ^tiar^l^^^)^eilgmPany ^ 0UtC°me °f ^ °f ̂  -vUgadons; howevef, they conld res^t 

.. „ 1° da'®> ftj!1® Vioxx product liabiHty litigation, juries have decided in Merck's favor 12 times and in plaintiffs' favor five 
!™®f • °"®M®rck verdict was set aside by the court and has not been retried. Another Merck verdict was set aside and retried, leading 
to one of the five plaintiff verdicts. There have been two unresolved mistrials. With respect to the five plaintiffs' verdicts, Merck 
already has filed an appeal or sought judicial review in each of those cases, and in one of those four, a federal judge overturned the 
damage award shortly after trial. The Vioxx product liabiHty litigation is discussed more fully in Item 3. "Legal Proceedings" below. 

likely in foti^ F/tofoalf ^ ̂  Pr°dUCt UabiUty t"alS should not b® interPreted to indicate any trend or what outcome may be 

The Company currently anticipates that a number of Vioxx Product Liability Lawsuits will be tried in 2008. A trial in the 
IS '• • tJleU°mPany cannot predict whether this trial will proceed on schedule or the timing 

T I i's0XX ^1?arebol1dfr Lawsuit trials. The Company believes that it has meritorious defenses to the Vioxx Product 
Liability Lawsuits, Vioxx Shareholder Lawsuits and Vioxx Foreign Lawsuits (collectively, the "Vioxx Lawsuits") and will vigorously 
defend against them. The Company s insurance coverage with respect to the Vioxx Lawsuits will not be adequate to cover its defense 
costs snd any losses. 

. ft®. Company spent $616 million, including $200 million in the fourth quarter, in the aggregate in legal defense 
costs worldwide retatedI to (.) the Vioxx Product Liability Lawsuits, (ii) the Vioxx Shareholder iiwsuite, (iii) foeWto F2 
rwT ftnnlf6 5* Investigations (collectively, the "Vioxx Litigation"). In the second quarter of 2007, the Company recorded a 
charge of $210 million and in the third quarter it recorded another charge of $70 million, to increase the reserve solely for its future 
legal defense costs related to the Vioxx Litigation from $858 million at December 31,2006 to $522 million at December 31 2007 In 
addition, as noted above the Company recorded a pretax charge of $4.85 billion equal to the aggregate amount to be paid to the ' 

ra the Settlement Program. Thus, the Company's total reserve for the Vioxx Litigation at December 31,2007 was 
«,L9°*^eSerVe £*** Reserve's,based 00 certain assumptions, described below under "Legal Proceedings", 

ana is the best estimate of the amount that the Company believes, at this time, will be spent through 2009. 

„„„ .• Th!uC.?m?^nynot currently able to estimate any additional amount of damages that it may be required to pay in 
w!! n,rf ,0XX lVSu"S OT 0J? Investigations. These proceedings are still expected to continue for years and the Company 
has very little information as to the course the proceedings will take. In view of the inherent difficulty of predicting the outcome of 
,h^f',0n' P i-C.u y Wbere ,herf ar®!?w?y claimants ^ ft® claimants seek unspecified damages, the Company is unable to predict 
foe outcome of foesematters, and at this time cannot reasonably estimate foe possible loss or range of loss with respect to foe Vioxx 
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Settlement Program. The Company has not established any reserves for any potential liability relating to the Vioxx Lawsuits not 
included in the Settlement Program or the Vioxx Investigations. 

A series of unfavorable outcomes in the Vioxx Lawsuits or the Vioxx Investigations, resulting in the payment of substantial 
damages or fines or resulting in criminal penalties, in excess of the Vioxx Reserve, could have a material adverse effect on the 
Company's business, cash flow, results of operations, financial position and prospects. 

Certain of the Company's major products are going to lose patent protection in the near future and, when that 
occurs, the Company expects a significant decline in sales of those products. 

The Company depends upon patents to provide it with exclusive marketing rights for its products for some period of time. As 
product patents for several of die Company's products have recently expired, or are about to expire, in the United States and in other 
countries, the Company faces strong competition from lower price generic drugs. Loss of patent protection for one of the Company's 
products typically leads to a rapid loss of sales for that product, as lower priced generic versions of that drug become available. In the 
case of products that contribute significantly to the Company's sales, the loss of patent protection can have a material adverse effect on 
the Company's results of operations. 

Fosamax lost market exclusivity in the United States in February 2008. Fosamax Plus D will lose marketing exclusivity in 
the United States in April 2008. As a result of these events, the Company expects significant declines in U.S. Fosamax and Fosamax 
Plus -D sales. U.S. sales of Fosamax and Fosamax Plus D were $2.0 billion in the aggregate in 2007. Sales of Fosamax outside the 
United States have already been adversely affected by the availability of generic alendronate sodium products in some markets 
including the United Kingdom, Canada and Germany. 

The Company's research and development efforts may not succeed in developing commercially successful products 
and the Company may not be able to acquire commercially successful products in other ways; in consequence, the Company 
may not be able to replace sales of successful products that have tost patent protection. 

Like other major pharmaceutical companies, in order to remain competitive, the Company must continue to launch new 
products each year. Declines in sales of products such as Zocor and Fosamax mean that the Company's future success is dependent on 
its pipeline of new products, including new products which it develops through joint ventures and products which it is able to obtain 
through license or acquisition. To accomplish this, the Company commits substantial effort, funds and other resources to research and 
development, both through its own dedicated resources, and through various collaborations with third parties. To support its research 
and development efforts the Company must make ongoing, substantial expenditures, without any assurance that the efforts it is funding 
will result in a commercially successful product The Company must also commit substantial efforts, funds and other resources to 
recruiting and retaining high quality scientists and other personnel with pharmaceutical research and development expertise. 

For a description of the research and development process, see "Research and Development" above. Each phase of testing is 
highly regulated, and during each phase there is a substantial risk that the Company will encounter serious obstacles or will not achieve 
its goals, and accordingly the Company may abandon a product in which it has invested substantial amounts of time and money. Some 

• '.j ."sks er!c°un,ered in th® research and development process include the following: pre-clinical testing of a new nnmpmind may 
yield disappointing results; clinical trials of a new drug may not be successful; a new drug may not be effective or may have harmful 
side effects; a new drug may not be approved by the FDA for its intended use; it may not be possible to obtain a patent for a new drug-
or sales of a new product may be disappointing. 

, . Thf Company cannot state with certainty when or whether any of its products now under development will be launched-
whether it will be able to develop, license or otherwise acquire compounds, product candidates or products; or whether any products 
ones launched, will be commercially successful. The Company must maintain a continuous flow of successful new products and 
successful new indications or brand extensions for existing products sufficient both to cover its substantial research and development 
costs and to replace sales that are lost as profitable products, such as Zocor and Fosamax, lose patent protection or are displaced bv 
competing products or 
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end Zetia. ̂  COnCen,i,,8 Md the ENHANCE clinical trial could have a material adverse effect on sales of Vytorin 

Phannaceutic^s'^e^MS^PmtaiSh^*5!o®J^mty^'4'2008 ^'M^^rtnerehlo^er®|^®.cber'ng~Plough 

SBMS^ssHssasgS; 
?s scssir H<m>- •• t-J-ssa M^srs&sass SS&IL 

., . issn® concerning the ENHANCE clinical trial could have a material adverse effect on the M«!P Part™**!..-*.'. e 

fin^c^fpositionand plros^c^could^also ^^te^Hy^^^^ly^f^cted^in^adSionfunfavi^bfeoutMmes rasSting frcim'the1'0"" 
kssusksssk SpSS'^'ss.^fSsisr0800 of 1*- ̂  ™"d •*» • ™— 

^SR,RWR.P.R.?""'' *"""°Z"""" * D"D"P"-' "• •« >* "•*••«> ».TE.«.. C™P,„, OK,.,., ,.D 

J}e Company's activities, including research, preclinical testing, clinical trials and manufacturing and marketing its 
hl^t? th mi l° extensive re5ul®,,on by numerous federal, state and local governmental authorities in the United States 
DtSticiriS the ?v!Ign reSulat°ry,^thonties. including the European Commission. In the United States, the FDA is of 

™P°rtnnce to the Company, as it administers requirements covering the testing, approval safety effectiveness 
manufacturing, labeling and marketing of prescription pharmaceuticals. In many cases the FDA reauirements have inmJiceH ih» 
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FDA and foreign regulatory authorities have substantial discretion to require additional testing, to delay or withhold registration and 
marketing approval! and to mandate product withdrawals. 

•1 • u Eue" if'he„ComPanyis successful in developing new products, it will not be able to market any of those products unless and 
until it has obtained all required regulatory approvals in each jurisdiction where it proposes to market the new products. Once obtained, 
the Company must maintain approval as long as it plans to market its new products in each jurisdiction where approval is required. The 
Company s failure to obtain approval, significant delays in the approval process, or its failure to maintain approval in any jurisdiction 
will prevent it from selling the new products in that jurisdiction until approval is obtained, if ever. The Company would not be able to 
realize revenues for those new products in any jurisdiction where it does not have approval. 

, ,, Company is dependent on its patent rights, and if its patent rights are invalidated or circumvented, its business 
would be adversely affected. 

Patent protection is considered, in the aggregate, to be of material importance in the Company's marketing of human health 
products in the United States and m most major foreign markets. Patents covering products that it has introduced normally provide 
market exclusivity, which is important for the successful marketing and sale of its products. The Company seeks patents covering each 
of its products in each of the markets where it intends to sell the products and where meaningful patent protection is available. 

Even if the Company succeeds in obtaining patents covering its products, third parties or government authorities may 
challenge or seek to invalidate or circumvent its patents and patent applications. It is important for the Company's business to defend 
successfully the patent rights that provide market exclusivity for its products. The Company is often involved in patent disputes relating 
to challenges to its patents or infringement and similar claims against the Company. The Company aggressively defends its important 
patents both within and outside the United States, including by filing claims of infringement against other parties. See Item 3. "Legal 
Proceedings Patent Litigation" below. In particular, manufacturers of generic pharmaceutical products from time to time file 
Abbreviated New Drug Applications ("ANDA") with the FDA seeking to market generic forms of the Company's products prior to the 
expiration of relevant patents owned by the Company. The Company normally responds by vigorously defending its patent, including 
by filing lawsuits alleging patent infringement. Patent litigation and other challenges to the Company's patents are costly and 
unpredictable and may deprive the Company of market exclusivity for a patented product or, in some cases, third party nafr-nt. may 
prevent the Company from marketing and selling a product in a particular geographic area. 

If one or more important products lose patent protection in profitable markets, sales of those products are likely to decline 
significantly as a result of generic versions of those products becoming available. The Company's results of operations may be 
arodrS<tey a^6Cte<' ^ 'ost sa'es unless and until the Company has successfully launched commercially successful replacement 

The Company faces intense competition from lower-cost generic products. 

In general, the Company faces increasing competition from lower-cost generic products. The patent rights that protect its 
products are of varying strengths and durations. Hi addition, in some countries, patent protection is significantly weaker than in the 
United States or the EU. In the United States, political pressure to reduce spending on prescription thugs has led to legislation which 
encourages the use of generic products. Although it is the Company's policy to actively protect its patent rights, generic challenges to 
the Company s products can arise at any time, and it may not be able to prevent the emergence of generic competition for its products. 

Diss of patent protection for a product typically is followed promptly by generic substitutes, reducing the Company's sales 
of 'hut product. Availability of generic substitutes for the Company's drugs may adversely affect its results of operations and cash flow 
In addition, proposals emerge from time to time in the United States and other countries for legislation to further encourage the early 
and rapid approval of generic drugs. Any such proposal that is enacted into law could worsen this substantial negative effect on the 
Company's sales and, potentially, its results of operations and cash flow. 

21 



Table of Contents 

The Company faces intense competition from new products. 

P5® 9omP®py's Prod'Jcts face intense competition from competitors' products. This competition mav mere.*,. k new 

wtoh;Ln,Klr?pliî  

The Company faces pricing pressure with respect to its products. 

TK^f^SIF?^'8 P'"fduct8.are subject to increasing price pressures and other restrictions worldwide, including in the United 
rp«niin«3^ Sf fii J?3 M care ^"P8 ̂  institutional and governmental purchasers and (ii) U S federal laws and 
(Se^OoT Act ) MedlCare Md Med,Caid'including ^ Medicare Prescription Drug Improvement S^mi^tion Act ^O^ 

The 2003 Act included a prescription drug benefit for individuals which fust went into effect on Januarv 1 20ftfi The 
mweased purchasing power of entities that negotiate on behalf of Medicare beneficiaries could result in further priring press^ The 
Company expects pricing pressures to increase in the future. pricing pressures. I he 

The Company may experience difficulties and delays in the manufacturing of its products. 
rA .... fie Company may experience difficulties and delays inherent in manufacturing its products, particularly its vaccines such 

sni W- Compfy °,r any oflts vend?" «• suppliers to comply with Current Good hLufac^ringPraSLsariS 
aPPl ai}d,1ua ty assurance guidelines that could lead to manufacturing shutdowns product shortages and delavs in 

C0nstruc£0n dejays related to toe construction of new facilities or "3^feciliti* 
inrluHhJf 'u intended to support future demand for the Company's products; and (iii) other manufacturing or distribution problems 
including changes in manufacturing production sites and limits to manufacturing capacity due to regulatory reauirements chlmee* in 
s^gSdingr?oTtl'le°IP llm'ta,i0nS ^ COU'd impaCt con,inuous supply. Manufacturing difficulties can result in product 

Pharmaceutical products can develop unexpected safety or efficacy concerns. 

. .. , Unexpected safety or efficacy concerns can arise with respect to marketed products, whether or not scientificallv justified 
l e a d m g  t o  p r o d u c t  r e c a l l s ,  w i t h d r a w a l s ,  o r  d e c l i n i n g  s a l e s ,  a s  w e l l  a s  p r o d u c t  l i a b i l i t y ,  c o n s u m e r  f r a u d '  

The Company has no product liability insurance for products first sold after August 1,2004. 

including Ibr^SSHEfSdS£SffSi" ™"'h" ~ '« cRc.ivc Auguc, 1,2M4. 

Changes m laws and regulations could adversely affect the Company's business. 

IV .• All aspects of toe Company's business, including research and development, manufacturing marketing nricine sales 

Cautionary Factors that May Affect Future Results 
(Cautionary Statements Under the Private Securities Litigation Reform Act of 1995) 

^toh^re ^""^^P^'o^ns'an^are's'u^cu'o^ks a^hiiKerS^es 
by fteii^ure^wmdbsimirK^w^c^^Uns,"1 'h°Se ** ̂ ^ S,3tementS- ^ Ca° ide"tify theSe f°™ard-looking statements 
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"wiD," "estimates," "forecasts," "projects" and other words of similar meaning. One can also identify them by the fact that they do not 
relate strictly to historical or current facts. These statements are likely to address die Company's growth strategy, financial r^ts, 
product development, product approvals, product potential, and development programs. One must carefully consider any such statement 
and should understand that many factors could cause actual results to differ materially from the Company's forward-looking 
statements. These factors include inaccurate assumptions and a broad variety of other risks and uncertainties, including some that are 
known and some that are not. No forward-looking statement can be guaranteed and actual future results may vary materially. The 
Company does not assume the obligation to update any forward-looking statement. The Company cautions you not to place undue 
reliance on these forward-looking statements. Although it is not possible to predict or identify all such factors, they may include the 
following: 

• Significant litigation related to Vioxx, including whether the Settlement Agreement will be consummated. 

• Competition from generic products as the Company's products lose patent protection. 

• Increased "brand" competition in therapeutic areas important to the Company's long-term business 

performance. 

• The difficulties and uncertainties inherent in new product development. The outcome of the lengthy and 

complex process of new product development is inherently uncertain. A drug candidate can fail at any stage 

of the process and one or more late-stage product candidates could fail to receive regulatory approval. New 

product candidates may appear promising in development but fail to reach the market because of efficacy or 

safety concerns, the inability to obtain necessary regulatory approvals, the difficulty or excessive cost to 

manufacture and/or the infringement of patents or intellectual property rights of others. Furthermore, the sales 

of new products may prove to be disappointing and fail to reach anticipated levels. 

• Pricing pressures, both in the United States and abroad, including rules and practices of managed care groups, 

judicial decisions and governmental laws and regulations related to Medicare, Medicaid and health care 

reform, pharmaceutical reimbursement and pricing in general. 

• Changes in government laws and regulations and the enforcement thereof affecting the Company's business. 

• Efficacy or safety concerns with respect to marketed products, whether or not scientifically justified, leading 

to product recalls, withdrawals or declining sales. 

• Legal factors, including product liability claims, antitrust litigation and governmental investigations, 

including tax disputes, environmental concerns and patent disputes with branded and generic competitors, any 

of which could preclude commercialization of products or negatively affect the profitability of existing 

products. 

• Lost market opportunity resulting from delays and uncertainties in the approval process of the FDA and 

foreign regulatory authorities. 

• Increased focus on privacy issues in countries around the world, including the United States and the EU. The 

legislative and regulatory landscape for privacy and data protection continues to evolve, and there has been an 

increasing amount of focus on privacy and data protection issues with the potential to affect directly the 

Company's business. 

• Changes in tax laws including changes related to the taxation of foreign earnings. 

• Changes in accounting pronouncements promulgated by standard-setting or regulatory bodies, including the 

Financial Accounting Standards Board and the SEC, that are adverse to the Company. 

• Economic factors over which the Company has no control, including changes in inflation, interest rates and 

foreign currency exchange rates. 

This list should not be considered an exhaustive statement of all potential risks and uncertainties. See "Risk Factors" above. 
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Item IB. Unresolved Staff Comments. 
None 

Item 2. Properties. 

The Company's corporate headquarters is located in Whitehouse Station, New Jersey. The Company's U.S. pharma^m™! 
business is conducted through divisional headquarters located in Upper Gwynedd and West Point, Pennsylvania. The Company's 
vaccines business is conducted through divisional headquarters located in West Point. Principal research facilities for hnmm health 
products are located in Rahway, New Jersey and West Point. The Company also has production facilities for human health products at 
seven locations in the United States and Puerto Rico. Branch warehouses provide services throughout the country. Outside the United 
States, through subsidiaries, the Company owns or has an interest in manufacturing plants or other properties in Australia, Canada, 
Japan, Singapore, South Africa, and other countries in Western Europe, Central and South America, and Asia. 

Capital expenditures for 2007 were $ 1.0 billion compared with $980.2 million for 2006. In the United States, these amounted 
to $788.0 million for 2007 and $714.7 million for 2006. Abroad, such expenditures amounted to $223.0 million for 2007 and 
$265.5 million for 2006. 

The Company and its subsidiaries own their principal facilities and manufacturing plants under titles which they consider to 
be satisfactory. The Company considers that its properties are in good operating condition and that its machinery and equipment have 
been well maintained. Plants for the manufacture of products are suitable for their intended purposes and have capacities and projected 
capacities adequate for current and projected needs for existing Company products. Some capacity of the plants is being converted, with 
any needed modification, to the requirements of newly introduced and future products. 

Item 3. Legal Proceedings. 

v 3?-e C?mPfny's involved in various claims and legal proceedings of a nature considered normal to its business, including 
product liability, intellectual property, and commercial litigation, as well as additional matters such as antitrust actions. 

Vioxx Litigation 
Product Liability Lawsuits 

As previously disclosed, individual and putative class actions have been filed against the Company in state and federal courts 
alleging personal injury and/or economic loss with respect to the purchase or use of Vioxx. All such actions filed in federal court are 
coordinated in a multidistrict litigation in the U.S. District Court for the Eastern District of Louisiana (the "MDL") before District Judge 
Eldon E. Fallon. A number of such actions filed in state court are coordinated in separate coordinated proceedings in state courts in New 
Jersey, California and Texas, and the counties of Philadelphia, Pennsylvania and Washoe and Clark Counties, Nevada. As of 
December 31,2007, the Company had been served or was aware that it had been named as a defendant in approximately 26,500 
lawsuits, which include approximately 47,275 plaintiff groups, alleging personal injuries resulting from the use of Vioxx, and in 
approximately 262 putative class actions alleging personal injuries and/or economic loss. (All of the actions discussed in this paragraph 
are collectively referred to as the "Vioxx Product Liability Lawsuits".) Of these lawsuits, approximately 9,025 lawsuits representing 
approximately 26,275 plaintiffgroups are or are slated to be in the federal MDL and approximately 15,575 lawsuits representing 
approximately 15,575 plaintiff groups are included in a coordinated proceeding in New Jersey Superior Court before Judge Carol E. 
mgDcc. 

In addition to the Vioxx Product Liability Lawsuits discussed above, the claims of over 6,350 plaintiffs had been dismissed as 
of December 31,2007. Of these, there have been over 1,850 plaintiffs whose claims were dismissed with prejudice (i.e. they cannot be 
brought again) either by plaintiffs themselves or by the courts. Over 4,500 additional plaintiffs have had their claims dismissed without 
prejudice (i.e., subject to the applicable statute of limitations, they can be brought again). 

Merck entered into a tolling agreement (the 'Tolling Agreement") with the MDL Plaintiffs' Steering Committee ("PSC") 
that established a procedure to halt the running of the statute of limitations (tolling) as to certain 
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categories of claims allegedly wising from the use of Vioxx by non-New Jersey citizens. The Tolling Agreement applied to individuals 
who have not filed lawsuits and may or may not eventually file lawsuits and only to those claimants who seek to toll claims alleging 
lpjwies resulting from a thrombotic cardiovascular event that results in a myocardial infarction ("MI") or ischemic stroke ("IS") The 
piling Agreement provided counsel additional time to evaluate potential claims. The Tolling Agreement required any tolled claims to 
be filed m fijaenl.com.As of December 31,2007, approximately 13,230 claimants had entered into Tolling Agreements. The parties 
agreed that April 9,2007 was the deadline for filing Tolling Agreements and no additional Tolling Agreements are being accepted. 

On November 9,2007, Merck announced that it had entered into an agreement (the "Settlement Agreement") with the law 
films that comprise the executive committee of the PSC of the federal Vioxx MDL as well as representatives of plaintiffs' counsel in the 
T>e*?Sj cfw ^fy fd,Callforala state coordinated proceedings to resolve state and federal MI and IS claims filed as of that date in the 
United States. The Settlement Agreement, which also applies to tolled claims, was signed by the parties after several meetings with 
three of the four judges overseeing the coordination of more than 95 percent of the current claims in the Vioxx Litigation The 
Settlement Agreement applies only to U.S. legal residents and those who allege that their MI or IS occurred in the United States. 

. . . .  .  T h e  e n t i r e  S e t t l e m e n t  A g r e e m e n t ,  i n c l u d i n g  a c c o m p a n y i n g  e x h i b i t s ,  m a y  b e  f o u n d  a t  www.merck c.am The Cnmnanv hac 
included this website address only as an inactive textual reference and does not intend it to be an active link to its website nor does it 
incoroorate by reference the information contained therein. If certain participation conditions under the Settlement Agreement are met, 
which conditions may be waived by Merck, Merck will pay a fixed aggregate amount of $4.85 billion into two funds for qualifying 
claims that rater into the resolution process (the "Settlement Program"). Individual claimants will be examined by administrators of the 
Settlement Program to determine qualification based on objective, documented facts provided by claimants, including records sufficient 
for a scientific evaluation of independent risk factors. The conditions in the Settlement Agreement also require claimants to pass three 
gates: an injury gate requiring objective, medical proof of an MI or IS (each as defined in the Settlement Agreement), a duration gate 
based on documented receipt of at least 30 Vioxx pills, and a proximity gate requiring receipt of pills in sufficient number and proximity 
to the event to support a presumption of ingestion of Vioxx within 14 days before the claimed injury. 

The Settlement Agreement provides that Merck does not admit causation or fault. Merck's payment obligations under the 
Settlement Agreement wdl be triggered only if, among other conditions, (1) law firms on the federal and state PSCs and firms that have 
tned cases in the coordinated proceedings elect to recommend enrollment in the program to 100 percent of their clients who allege 
either MI or IS and (2) by March 1,2008 (subject to extension), plaintiffs enroll in the Settlement Program at least 85 percent of each of 
al! cuirentiy pending and tolled (i) MI claims, (ii) IS claims, (iii) eligible MI and IS claims together which involve death and 
(IV) eligible MI and IS claims together which allege more than 12 months of use. The Company has the right to waive 
participation conditions. 

UnjJer the Settlement Agreement, Merck will create separate funds in the amount of $4.0 billion for MI claims and 
$850 million for IS claims. Once triggered, Merck's total payment for both funds of $4.85 billion is a fixed amount to be allocated 
among qualifying claimants based on their individual evaluation. While at this time the exact number of claimants covered by the 
Settlement Agreement is unknown, the total dollar amount is fixed. Payments to individual qualifying claimants could begin as early as 
August 2008 and then will be paid over a period of time. Merck retains its right to terminate this process without any payment to any 
claimant, and to defend each claim individually at trial if any of the aforementioned participation conditions in the Settlement 
Agreement are not met. 

After the Settlement Agreement was announced on November 9,2007, judges in the Federal MDL, California, Texas and 
New Jersey State Coordinated Proceedings entered a series of orders. The orders: (1) temporarily stayed their respective litigations' 
(2) required plaintiffs to register their claims by January 15,2008; (3) require plaintiffs with cases pending as of November 9 2007 to 
preserve and produce records and serve expert reports; and (4) require plaintiffs who file thereafter to make similar productions on an 
accelerated schedule. The Clark County, Nevada coordinated proceeding was also generally stayed. 
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sSj^gg^^i^aair^gg «•• "•*»*>'»"w^. —» - «™pi»S. The d*» 

, . , .Several Vioxx Product Liability Lawsuits are cun-ently scheduled for trial in 2008. The Company has provided a list of such 
dials at its website at mm.mmkcm which it will periodically update as appropriate. The Company has included its website address 
S^SKSS?"" "* ̂  "0t intCnd St 10 te M aCtiW ^^ebsite noJXes'it inco^S 5SKSS" 

September d'sc'0sed tbe outcomes °f severa! Vioxx Product Liability Lawsuits that were tried prior to 

with respecTto 311(1 ******mlingS that °CCUrred in or after the fourth W of 2007 

.. , °n October 5.2007, the jury in Kozic v. Merck, a case tried in state court in Tampa, Florida found unanimously in favor of 
amS 8 cl.aim ^at *he Company was liable for plaintiffs heart attack. In December 2007, plaintiff filed an 
appeal but agreed to an order staying all other post-trial activity pending his entry into the Settlement Program. 

A • , „ °"fa"uaO'. IgV2j°7'Judge Vict°ria Chaney declared a mistrial in a consolidated trial of two cases, Appell v. Merck and 
Amgale v. Merck, which had commenced on October 31,2006 in California state court in Los Angeles, after the jury indicated that it 

had reschedu,ed the re~trial of ,be combined trial of ̂  SS ŝsst 2008. 

rv • • Al AP"'2006, in a trial involving two plaintiffs, Thomas Cona and John McDarby, in Superior Court of New Jeisev Law 
Mtlil'w ̂  JUly re?frned 8 verdict The jury determined that Vioxx did not substantially contribute to the heart 
attack of Mr. Cona, but did substantially contribute to the heart attack of Mr. McDarby. The jury also concluded that in each case 

V ?Y isey s cpnsumer fraud statute, which allows plaintiffs to receive their expenses for purchasing the drag trebled 
as well asreasonable attorneys fees. The jury awarded $4.5 million in compensatory damages to Mr. McDarby and his wife, who also' 
Zl anPn^5,s mnvT/* "^P^ve damages of $9 million. On Ji£e 8, 2007, Judfe H^bee SSS foranew 

ti 2 ^Jfbee awarded approximately $4 million in the aggregate in attorneys' fees and costs. The Company 
as appealed the judgments m both cases and the Appellate Division held oral argument on both cases on January 16,2008. 

*. 22,2007, a jury found for Merck on all counts in Schwaller v. Merck, which was tried in state court in Madison 
S ^r^c0" ,May 25'2007- ^ P18'8® filed a rappieSmotlfora n™ S 
2008 December 11,2007, Judge Stack signed a consent order staying all post-trial activity in the case until March 

, . O" December 15,2006, the jury in Albright v. Merck, a case tried in state court in Birmingham Alabama returned a verdiet 
h7s appeal Al3b3Ma C0Urt'bUtDeCember 2007' P'8"^ agreed to stay 

warnc l̂®^  ̂
^QA—armroved ^ ̂  ̂ ̂  *° "f" 3 Option medicineff ^ZmSels 
that wonW ltd t u" excePtIon|n the statute if required, material, and relevant information was withheld from the FDA 
that would have led to a different decision regarding the approved labeling, but Judge Wilson found that the exception is oreemnted bv 
federal law unless the FDA finds that such information was withheld. Judge Wilson is currently presiding over approximately 1 000 
Vioxx suits in Texas in which a.principal allegation is failure to warn. Jud|e Wilson certified thedecsion fc^SSl^lto the 
Texas Court of Civil Appeals. Plaintiffs have appealed the decision. On October 11, 2007, MerckfiledamotfenS 
2007^?he Texas Court of SuPreme Court's decision in Warner Lambert v. Kent, which is to be decided in 2008. On October 25, 
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Appeals denied Merck's motion to abate. The parties are currently briefing the appeal. The Company expects oral argument to be set 
sometime in the spring of 2008. 

In July 2006, in Doheity v. Merck, in Superior Court of New Jersey, Law Division, Atlantic County, a jury returned a verdict 
in favor of the Company on all counts. The jury rejected a claim by the plaintiff that her nearly three years of Vioxx use caused her heart 
attack. The jury also found in Merck's favor on the plaintiffs consumer fraud claim. Plaintiff filed a motion for a new trial in August 
2006. On December 21,2007, Judge Higbee denied plaintiffs motion for a new trial without prejudice in light of plaintiffs expressed 
intention to participate in the Settlement Program. 

A consolidated trial, Hermans v. Merck and the retrial of Humeston v. Merck, began on January 17,2007, in the coordinated 
proceeding in New Jersey Superior Court before Judge Higbee. Humeston v. Merck was first tried in 2005, resulting in a jury verdict in 
favor of Merck on November 3,2005. However, on August 17,2006, Judge Higbee set aside the November 2005 jury verdict and 
ordered a new trial on the grounds of newly discovered evidence. 

The Hermans/Humeston trial was separated into two phases: a general phase regarding Merck's conduct and a 
plaintiff-specific phase. On March 2,2007, the jury found for Merck in the general phase on die Hermans failure to warn claim, and the 
consumer fraud claim was subsequently submitted to Judge Higbee for decision. On March 12,2007, the jury found for plaintiffs in the 
Humeston case, awarding compensatory damages to Mr. Humeston in the amount of $ 18 million and to Mrs. Humeston in the amount 
of $2 million. The jury also awarded $27.5 million in punitive damages. Merck has moved forajudgment notwithstanding the verdict, a 
new trial, or reduction of the award. These and other post-trial motions are currently pending. On December 11,2007, the Court 
dismissed the motion for new trial without prejudice in Hermans, 

On July 31,2007, the New Jersey Appellate Division unanimously upheld Judge Higbee's dismissal of Vioxx Product 
Liability Lawsuits brought by residents of the United Kingdom. Plaintiffs had asked the New Jersey Supreme Court to review the 
decision. On November 15,2007, the New Jersey Supreme Court declined to review the decision. 

Merck voluntarily withdrew Vioxx from the market on September 30,2004. Most states have statutes of limitations for 
product liability claims of no more than three years, which require that claims must be filed within no more than three years after the 
plaintiffs learned or could have learned of their potential cause of action. As a result, some may view September 30,2007 as a 
significant deadline for filing Vioxx cases. It is important to note, however, that the law regarding statutes of limitations can be complex 
and variable, depending on the facts and applicable law. Some states have longer statutes of limitations. There are also arguments that 
the statutes of limitations began running before September 30,2004. New Jersey Superior Court Judge Higbee and Federal District 
Court Judge Fallon have issued orders in cases from New Jersey and eight other jurisdictions ruling that the statutory period for making 
Vioxx personal injury claims has passed. Judge Higbee's order was issued on October 15,2007 and Judge Fallon's was issued on 
November 8,2007. 
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Settlement Program I* ' dm*8< flwa"i aftcr(nal'Cm™ of*• pWot® in the mala listed below may'be eligible for the 

Verdict Date 
Aug. 19,2005 

Nov. 3,2005 and 
March 12,2007 

Plaintiff 
Ernst 

Humeston 

State or 
Federal 
Court Result 

Texas Verdict for Plaintiff 

New Jersey Verdict for Merck, then 
judge set aside the 
verdict, ordering a new 
trial, which resulted in a 
verdict for Plaintiff. 

Dec. 12,2005 and Feb. 
17,2006 

April 5,2006 

Plunkett Federal 

McDaiby N_I. 

Verdict for Merck, judge 
then set aside the verdict 

Verdict for Plaintiff 

April-5,2006 Cona N.J. Verdict for Merck on 
failure to warn claim 

April 21,2006 Garza Texas Verdict for Plaintiff 

Comments 
Jury awarded Plaintiff $253.4 million; the 
Court reduced amount to approximately 
$26.1 million plus interest The judgment 
is now on appeal. 

In the 2005 trial, the jury found for Merck. 
In August 2006, the Court set aside the 
verdict, and ordered a new trial for 
January 2007. 

At the conclusion of the 2007 trial, the 
jury awarded Plaintiff a total of $47.5 
million in damages. The jury also awarded 
Plaintiff the nominal sum of $36.00 on 
their Consumer Fraud Act claim. Merck 
has moved for a judgment notwithstanding 
the verdict, a reduced verdict amount, and 
for a new trial. These motions are still 
pending. 

Merck prevailed in the February 2006 
retrial. The Court set aside the February 
2006 verdict in May 2007. No date has 
been set for a new trial. 

Plaintiff was awarded $13.5 million in 
damages. In June 2007, the Court awarded 
Plaintiffs in this and the Cona claim tried 
with it approximately $4 million in 
attorneys* fees and costs. Merck has 
appealed the judgment including the 
award of attorney's fees and costs. 

The jury found for Merck on the failure to 
warn claim. The jury awarded Plaintiff the 
nominal sum of $135.00 for his Consumer 
Fraud Act claim. In June 2007, the Court 
awarded Plaintiffs in this and the 
McDarbv claim tried with it 
approximately $4 million in attorneys' 
fees and costs. Merck has appealed the 
judgment including the award of 
attorney's fees and costs. 

Judge reduced $32 million jury award to 
$8.7 million plus interest. Merck filed an 
appeal on March 20,2007. 
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Verdict Date 
July 13,2006 

Aug. 2,2006 

Aug. 17,2006 

Sept 26,2006 

Nov. 15,2006 

Dec. 13,2006 

Dec. 15,2006 

Jan. 18,2007 

March 2,2007 

March 27,2007 

Oct. 5,2007 

State or 
Federal 

Plaintiff Court 
Doherty NJ. 

Grossberg 

Bamett 

California 

Federal 

Smith 

Mason 

Dedrick 

Albright 

Federal 

Federal 

Federal 

Alabama 

Result 
Verdict for Merck 

Verdict for Merck 

Verdict for Plaintiff 

Verdict for Merck 

Verdict for Merck 

Verdict for Merck 

Verdict for Merck 

Comments 
The Court denied the motion for new trial 
without prejudice pending Plaintiff's 
entry into the Settlement Program. 

Plaintiff's motion for a new trial was 
denied, and his subsequent appeal was 
dismissed. 

Jury awarded Plaintiff $51 million in 
damages. The judge ruled the award was 
"grossly excessive," and reduced the 
award to $1.6 million. Merck has 
appealed the Judgment to the Court of 
Appeals. 

Plaintiff's motion for a new trial was 
denied in May 2007. 

Plaintiff appealed in July 2007 to the 
Alabama Supreme Court, but in 
December 2007, Plaintiff agreed to stay 
his appeal pending his entry into the 
Settlement Program. 

Jury failed to return verdicts in cases filed 
by two Plaintiffs who alleged Vioxx 

contributed to their heart attacks. These 
cases are now stayed. 

The jury found for Merck on the failure to 
warn claim. The parties submitted the 
Consumer Fraud Act claim to the Court 
for resolution. This remains pending but 
subject to the stay. 

Plaintiff moved for a new trial. On 
December 11,2007, Judge Stack signed a 
consent order staying all post-trial 
activity in the case until March 2008. 

In December 2007, Plaintiff filed an 
appeal but agreed to an order staying all 
other post-trial activity pending his entry 
into the Settlement Program. 

Other Lawsuits 

(.uch „ •saa.a as: aa 

29 

Arrigale/Appell California 

Hermans New Jersey 

Schwaller . Illinois 

Kozic Florida 

Mistrial declared after 
the jury deadlocked 

Verdict for Merck on the 
failure to warn claim 

Verdict for Merck 

Verdict for Merck 
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counsel purporting to represent a large number of third-party payors has threatened to file numerous additional such actions. Activity in 
the pending cases is currently stayed. 

There are also pending in various U.S. courts putative class actions purportedly brought on behalf of individual purchasers or 
users of Vioxx and claiming either reimbursement of alleged economic loss or an entitlement to medical monitoring. All of these <•**»* 
are at early procedural stages, and no class has been certified. In New Jersey, the trial court dismissed the complaint in the case of 
Sinclair, a purported statewide medical monitoring class. The Appellate Division reversed the dismissal, and the issue is now on appeal 
to the New Jersey Supreme Court. That court heard argument on October 22,2007. 

_ As previously reported, the Company has also been named as a defendant in separate lawsuits brought by the Attorneys 
General of seven states, and the City of New York. A Colorado taxpayer has also filed a derivative suit, on behalf of the State of 
Colorado, naming the Company. These actions allege that the Company misrepresented the safety of Vioxx and seek (i) recovery of the 
cost of Vioxx purchased or reimbursed by the state and its agencies; (ii) reimbursement of all sums paid by the state and its agencies for 
medical services for the treatment of persons injured by Vioxx; (iii) damages under various common law theories; and/or (iv) remedies 
under various state statutory theories, including state consumer fraud and/or fair business practices or Medicaid fraud inH.iHina 
civil penalties. In addition, the Company has been named in two other lawsuits containing similar allegations filed by governmental 
entities seeking the reimbursement of alleged Medicaid expenditures for Vioxx. Those lawsuits are (1) a class action filed by 
Santa Clara County, California on behalf of all similarly situated California counties, and (2) an action filed by Erie County New York 
With the exception of the case filed by Texas (which remains in Texas state court and is currently scheduled for trial in 
2008) and the New York Attorney General and Erie County cases (which are pending transfer), the rest of the actions described in this 
paragraph have been transferred to the federal MDL and have not experienced significant activity to date. 

Shareholder Lawsuits 
As previously disclosed, in addition to the Vioxx Product Liability Lawsuits, the Company and various current and former 

officers and directors are defendants in various putative class actions and individual lawsuits under the federal securities laws and state 
securities laws (the 'Vioxx Securities Lawsuits"). All of the Vioxx Securities Lawsuits pending in federal court have been transferred by 
the Judicial Panel on Multidistrict Litigation (the "JPML") to the United States District Court for the District of New Jersey before 
District Judge Stanley R. Chester for inclusion in a nationwide MDL (the "Shareholder MDL"). Judge Chester has consolidated the 
Vioxx Securities Lawsuits for all purposes. The putative class action, which requested damages on behalf of purchasers of Company 
stock between May 21,1999 and October 29,2004, alleged that the defendants made false and misleading statements regarding Vioxx 
m violation of Sections 10(b) and 20(a) of the Securities Exchange Act of 1934, and sought unspecified compensatory damages and the 
costs of suit, including attorneys' fees. The complaint also asserted claims under Section 20A of the Securities and Exchange Act 
against certain defendants relating to their sales of Merck stock and under Sections 11,12 and 15 of the Securities Act of 1933 against 
certain defendants based on statements in a registration statement and certain prospectuses filed in connection with the Merck Stock 
Investment Plan a dividend reinvestment plan. On April 12,2007, Judge Chester granted defendants' motion to dismiss the complaint 
with prejudice. Plaintiffs have appealed Judge Chester's decision to the United States Court of Appeals for the Third Circuit. 

In October 2005, a Dutch pension fund filed a complaint in the District of New Jersey alleging violations of federal securities 
laws as well as violations of state law against the Company and certain officers. Pursuant to the Case Management Order governing the 
Shareholder MDL, the case, which is based on the same allegations as the Vioxx Securities Lawsuits, was consolidated with the Vioxx 
Securities Lawsuits. Defendants' motion to dismiss the pension fund's complaint was filed on August 3,2007. In September 2007 the 
Dutch pension ftmd filed an amended complaint rather than responding to defendants' motion to dismiss. In addition in 2007, six new 
complaints were filed in the District of New Jersey on behalf of various foreign institutional investors also alleging violations of federal 
securities laws as well as violations of state law against the Company and certain officers. Defendants are not required to respond to 
these complaints until alter the Third Circuit issues a decision on the securities lawsuit currently on appeal. 
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SS This insurance provides coverage for legal defense costs and potential damage amounts in connection with the Vioxx Product 
^1S~tS' ̂  Company's msurance coverage with respect to the Vioxx Lawsuits will not be adequate to cov^ts d^ense 

all ,uJ^preVTioUsIy .^f='°®ed» toe Company's upper level excess insurers (which provide excess insurance potentially applicable 
oblkatiom commenced an arbitration seeking, among other things, to cancel those policies, to void aH <rf their 
obligations under tho^ policies and to raise other coverage issues with respect to the Vioxx Lawsuits. As previously dterlosH in 

tnbunal in the arbitration ruled in the Company's favor ordering the upper level excess insurers to comply with 
their obligations under the policies. The Company recorded a $455 million gain in the fourth quarter as a result of certain other 
settiements and the tribunal s decision. In addition, prior to recording the gain in the fourth quarter of2007, as a result of settlements 
$145 rirFh"1 °f 4,16 Company had previously received insurance proceeds of approximately 
!*• ^e- Company still hasclaimsthat have not yet been resolved against lower level excess insurers to obtain reimbursement 
for amounts paid m connection with Vioxx Product Liability Lawsuits. As a result of settlements that have already been the 
Company will not recover the foil amount of the limits discussed in the first paragraph of this section. The resolution of claims against 
lower level insurers will also affect foe total amount of insurance that is recovered for these claims. Other than foe remaining coverage 
LLWH^UWSUL l6VeI CXCeSS inSUrerS' ^ ComPany has no additional insurance for the Pioxx Product 

The Company has Directors and Officers insurance coverage applicable to the Vioxx Securities Lawsuits and Vioxx 
71 7 .fatefd"PPer hmits of approximately $190 million. The Company has Fiduciary and other insurance for the 

Vioxx ERISA Lawsuits with stated upper lumts of approximately $275 million. As a result of the arbitration additional insurance 
rilvfirfc C/ms s*J5>u'd ?lso be amiable, if needed, under uppei-level excess policies that provide coverage for a variety of 

Jli, are fosputes with foe insurers about foe availability of some or all of the Company's insurance coverage for these 
foan foTsStdtp^Himite^ eS' am°UntS aCtUa"y recovered the P°Iicies discussed in this paragraph may be less 

Investigations 
. , .. As Previously disclosed, in November 2004, foe Company was advised by the staff of foe SEC that it was commencing an 
informal inquiry concerning Vioxx. On January 28,2005, foe Company announced that it received notice that the SEC issued a formal SSXrSSXW Company has received subpoenas from foe U.S. Department of Justice (foe "DOJ") requesting 
information related to the Company s research, marketing and selling activities with respect to Vioxx in a federal health care 
investigation under cnminalstatutes. In addition, as previously disclosed, investigations are being conducted by local authorities in 
certain cities in Europe in order to determine whether any criminal charges should be brought concerning Vioxx. The Company is 
^°°?ertat'ng W1 these governmental entities in their respective investigations (the "Vioxx Investigations"). The Company cannot 
predict the outcome of these inquiries; however, they could result in potential civil and/or criminal dispositions. 

A As previously disclosed, foe Company has received a number of Civil Investigative Demands ("CID") from a group of 
nmterthS ?rr fr0m 1 s5ates th£°'?Jrict of Columbia who are investigating whether the Company violated state consumer 
protection laws when marketing Vioxx. The Company is cooperating with the Attorneys General in responding to foe CIDs. 

. , 1,1 addition, the Company received a subpoena in September 2006 from the State of California Attorney General seeking 

Reserves 

the executi^coZfoet7bf°foe'P0SCNof££,9, .T' en,eredmt0 tbe Settlement Agreement with foe law firms that comprise 
er \OXX MDL 35 we" as representatives of plaintiffs' counsel in foe Texas, New Jersey 

and California state coordinated proceedings to resolve state and federal MI and IS claims filed as of that date in foe United States The 
oversee teg fofcoorSw ° ̂ '° ̂  ̂  ™ ̂  by ^ ̂  after SeVeral ^^gs'wifo ̂ ee ̂ foe f^ ju^ 
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more than 95 percent of the current claims in the Vioxx Litigation. The Settlement Agreement applies only to U.S. legal residents and 
those who allege that their MI or IS occurred in the United States. As a result of entering into the Settlement Agreement, the Company 
recorded a pretax charge of $4.85 billion which represents the fixed aggregate amount to be paid to plaintiffs qualifying for payment 
under the Settlement Program. ^ 1 8 v ' 

1116 Company currently anticipates that a number of Vioxx Product Liability Lawsuits will be tried throughout 2008. A trial 
in the Oregon securities case is scheduled for 2008, but the Company cannot predict whether this trial will proceed on schedule or the 
timing of any of the other Vioxx Shareholder Lawsuit trials. The Company believes that it has meritorious defenses to the Vioxx 

Lawsuits and will vigorously defend against them. In view of the inherent difficulty of predicting the outcome of litigation, particularly 
where there are many claimants and the claimants seek indeterminate damages, the Company is unable to predict the outcome of these 
matters, and at this time cannot reasonably estimate the possible loss or range of loss with respect to the Vioxx Lawsuits not included in 
to Settlement Program. The Company has not established any reserves for any potential liability relating to the Vioxx Lawsuits not 
included in the Settlement Program or the Vioxx Investigations, including for those cases in which verdicts or judgments have been 
entered against the Company, and are now in post-verdict proceedings or on appeal. In each of those cases the Company believes it has 
strong points to raise on appeal and therefore that unfavorable outcomes in such cases are not probable. Unfavorable outcomes in the 
Vioxx Litigation could have a material adverse effect on the Company's financial position, liquidity and results of operations. 

• u. LegaJ defense costs expected to be incurred in connection with a loss contingency are accrued when probable and reasonably 
estimable. As of December 31,2005, the Company had a reserve of $685 million solely for its future legal defense costs related to the 
Vioxx Litigation. During 2006, the Company spent $500 million in the aggregate in legal defense costs related to the Vioxx Litigation 
and recorded additional charges of $673 million. Thus, as of December 31,2006, the Company had a reserve of $858 milli™ solely for 
its future legal defense costs related to the Vioxx Litigation. 

During 2007, the Company spent approximately $616 million in the aggregate, in legal defense costs worldwide related to 

(l) the Vioxx Product Liability Lawsuits, (n) the Vioxx Shareholder Lawsuits, (iii) the Vioxx Foreign Lawsuits, and (iv) the Vioxx 

tovestigations (collectively, the "Vioxx Litigation"). In the second quarter and third quarter of 2007, the Company recorded charges of 

piO million and $70 million, respectively, to increase the reserve solely for its future legal defense costs related to the Vioxx t it.Vari™. 

In increasing the reserve, the Company considered the same factors that it considered when it previously established reserves for the 

Vioxx Litigation. In the fourth quarter, the Company spent approximately $200 million in Vioxx legal defense costs which resulted in a 

reserve of $522 million at December 31,2007 for its future legal defense costs related to the Vioxx Litigation. After entering into the 

Settlement Agreement, the Company reviewed its reserve for the Vioxx legal defense costs and allocated approximately $80 million of 

its reserve to Merck's anticipated future costs to administer the Settlement Program. Some of the significant factors considered in the 

review of the reserve were as follows: the actual costs incurred by the Company; the development of the Company's legal defense 

strategy and structure in light of the scope of the Vioxx Litigation, including the Settlement Agreement and the expectation that the 

Settlement Agreement will be consummated, but that certain lawsuits will continue to be pending; the number of cases being brought 

against the Company; the costs and outcomes of completed trials and the most current information regarding anticipated timing 

progression, and related costs of pre-trial activities and trials in the Vioxx Product Liability Lawsuits, Events such as scheduled'trials 

that are expected to occur throughout 2008 and 2009, and the inherent inability to predict the ultimate outcomes of such trials and the 

disposition of Vioxx Product Liability Lawsuits not participating in or not eligible for the Settlement Program, limit the Company's 

ability to reasonably estimate its legal costs beyond 2009. Together with the $4.85 billion reserved for the Settlement Program, the 

aggregate amount of the reserve established for the Vioxx Litigation as of December 31,2007 is approximately $5,372 billion (the 

"Vioxx Reserve"). v 

• . J WhiIe 11)6 Co™*®"* does 1101 anticipate that it will need to increase the reserve every quarter, it will continue to monitor its 
legal defense costs and review the adequacy of the associated reserves and may determine to increase its reserves for legal defense costs 
at any time in the future if, based upon the factors set forth, it believes it would be appropriate to do so. 
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Otber Product Liability Litigation 

fthe A ^fi C?mp,a?y^defendant ,n Product liability lawsuits in the United States involving Fosamax 
V . Z ,  « w L l t l g a t l 0 ° ^ ' M of December 31 2007, approximately 403 cases, which include approximately 911 plaintiff groups had 
'enf^^l?rTnd;ng,agamSt ̂ erCT m.elther federal or state court, inchiding 7 cases which seek class action certification as 
well as damages and medical monitoring. In these actions, plaintiffs allege, among other things, that they have suffered osteonecrosis of 
«c^;;^ei'fi rt,S eq f6?'10 mva®ye dental procedures such as tooth extraction or dental implants, and/or delayed h-at™g in 
enn^ n!,t^W1^t h!lSM0K f'Sa'"fL2n A"gust '6> 2006>the JPML ordered that the Fosamax product liability cases pending'in federal 
courts nationwide should be transferred and consolidated into one multidistrict litigation (the "Fosamax MDL") for 
pre-tna1 proceedings. The Fosamax MDL has been transferred to Judge John Keenan in the United States District Court for the 
h« r? York'As,a resu|l °f die JPML order, approximately 350 of the cases are before Judge Keenan. Judge 

a .SSt ^gement Order setting forth a sdiedule governing the proceedings which focuses primarily upon resolving the 
Class action certification motions m 2007 and completing fact discovery in an initial group of 25 cases by August 1 2008. Briefing and 
argument on plaintiffs motions for certification of medical monitoring classes were completed in 2007 and Judge Keenan issued la 

denying the motions on January 3,2008. On January 28,2008, Judge Keenan issued a further order dismissing with prejudice all 
monifoHnTrM^6 m i * fo^ ^ actl0n lawsuits flled a8ainst Merck that sought personal injury damages and/or medical 

SSSSS-SSSSX*"" * F°"m™ ̂  „ i. 

Litigation legal defense costs were as follows: the actual costs incurred by the Company thus far; the development of the Company's 
w hght of ^ creation of the Fosamax MDL; the number of cases being brought «e»in«t the 

tJPng' pmgression, and related costs of pre-trial activities in the Fosamax Litigation. The Company will 
continue to monitor its legal defense costs and review the adequacy of the associated reserves. Due to the uncertain nature of litigation 
refatin^tnThe F™* t <;stl™ate n f0Sts b®y°nd 2009. The Company has not established any reserves for any potential liability ' relating to the Fosamax Litigation. Unfavorable outcomes m the Fosamax Litigation could have a material adverse effect on the 

Company's financial position, liquidity and results of operations. enecl on ,ne 

Commercial Litigation 

f °Hly d,vCul0?ed',U^ ComP<??7,^isjoined in ongoing litigation alleging manipulation by phaimaceutical 
i ^ j ^ are somelimes used in calculations that determine public and private 

sector reimbursement levels. In 2002, the JPML ordered the transfer and consolidation of all pending federal AWP cases to federal 
court m Boston, Massachusetts. Plaintiffs filed one consolidated class action complaint, which aggregated the claims previously filed in 
WnH* fH, •StnCt C°?rt actl°?s ̂ d aIs7° expanded the number of manufacturers to include some which, like the Company had not 
S,^SSPnrrpend"? casf, In,May 2003',he court the Company's motion to dismis^ the consoffiKs 
action and dismissed the Company from the class action case. Subsequent to the Company's dismissal, the plaintiffs filed an amended 
consolidated class action complaint, which did not name the Company as a defendant The Company and nSTXr ohamaSal 
S i r S t e r e ^ f N e w ' " f . h  C ° ™ p l a m [ S  p e n , d l n S  m  f e d e r a I  a n d  s t a t e  c o u r t  b r o u g h t  i n d i v i d u a l l y  b y  a  n u m b e r  o f  c o u n t i e s  i n  
the State ofNew York. Forty of the county cases have been consolidated. The Company was dismissed from the Suffolk Countv case 
w h i c h  w a s  f e e  f i r s t  o f  t h e  N e w  Y o r k  c o u n t y  c a s e s  t o  b e  f i l e d .  I n  a d d i t i o n ,  a s  o f  D e c e m b e r  3 1 , 2 0 0 7 ,  t h e  C o m p a n y  w a s  a  d e f e n d a n t  i n '  
state cases brought by the Attorneys General of eleven states, all of which are being defended. 

. . As previously disclosed, in January 2003, the DOJ notified the federal court in New Orleans, Louisiana that it was not eoine 
to intervene at feat time in a pending Federal False Claims Act case that was filed under seal in December 1999 against fee Company 

Wl"C!1 WaS flled by a Physician in Louisiana, and ordered feat the complaint be 
toMediSd. wTfeOTis^ed An Company s discounting of Pepcid in certain Louisiana hospitals led to increases in costs 
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amended complaint was filed under seal and the case has been administratively closed by the Court until the seal is lifted. The State of 
Louisiana has filed its own amended complaint, incorporating the allegations contained in the sealed amended complaint As part of the 
resolution of the government investigations discussed below, the seal in this case was lifted and the cases were dismissed. 

In April 2005, the Company was named in a qui tarn lawsuit under the Nevada False Claims Act The suit, in which the 
Nevada Attorney General has intervened, alleges that the Company inappropriately offered nominal pricing and other marketing and 
pricing inducements to certain customers and also failed to comply with its obligations under the Medicaid Best Price scheme related to 
such arrangements. In May 2006, the Company's motion to dismiss this action was denied by the district court. This matter has also 
been dismissed as part of the resolution of the government investigations. 

During December 2007 and through February 26,2008, the Company and its joint-venture partner, Schering-Plough, 
received several joint letters from the House Committee on Energy and Commerce and the House Subcommittee on Oversight and 
Investigations, and one letter from the Senate Finance Committee, collectively seeking a combination of witness interviews, documents 
and information on a variety of issues related to the ENHANCE clinical trial, the sale and promotion of Vytorin, as well as sales of 
stock by corporate officers. On January 25,2008, the companies and the MSP Partnership each received two subpoenas from the New 
York State Attorney General's Office seeking similar information and documents. Merck and Schering-Plough have also each received 
a letter from the Office of the Connecticut Attorney General dated February 1,2008 requesting documents related to the marketing and 
sale of Vytorin and Zetia and the timing of disclosures of the results of ENHANCE. The Company is cooperating with these 
investigations and working with Schering-Plough to respond to the inquiries. In addition, since mid-January 2008, the Company has 
become aware of or been served with approximately 85 civil class action lawsuits alleging common law and state consumer,fraud 
claims in connection with the MSP Partnership's sale and promotion of Vytorin and Zetia. Unfavorable outcomes resulting from the 
government investigations or the consumer fraud litigation could have a material adverse effect on the Company's financial position, 
liquidity and results of operations. 

Governmental Proceedings 

As previously disclosed, the Company had received a subpoena from the DOJ in connection with its investigation of the 
Company's marketing and selling activities, including nominal pricing programs and samples. The Company had also reported that it 
has received a C1D from the Attorney General of Texas regarding the Company's marketing and selling activities relating to Texas. As 
previously disclosed, the Company received another CID from the Attorney General of Texas asking for additional information 
regarding the Company's marketing and selling activities related to Texas, including with respect to certain of its nominal pricing 
programs arid samples. In April 2004, the Company received a subpoena from the office of the Inspector General for the District of 
Columbia in connection with an investigation of the Company's interactions with physicians in the District of Columbia, Maryland, and 
Virginia. In November 2004, the Company received a letter request from the DOJ in connection with its investigation of the Company's 
pricing of Pepcid. 

On February 7,2008, the Company announced that it entered into agreements with the government to settle federal and state 
civil cases alleging violations of the Medicaid Rebate Statute, as well as federal and state False Claims Acts in connection with certain 
nominal pricing programs and sales and marketing activities between 1994 and 2001. To resolve these matters, the Company agreed to 
pay approximately $649 million, plus interest and reasonable fees and expenses to the federal government, 49 states participating in the 
Medicaid program and the District of Columbia. In the fourth quarter of 2007, the Company recorded a pretax charge of $671 million in 
connection with the anticipated resolution of these investigations. Each of the investigations described in the preceding paragraph has 
been resolved as part of these settlement agreements. 

The settlements described above arose out of civil actions filed under seal in the U.S. District Courts located in Philadelphia 
and New Orleans. Both actions contained allegations involving past pricing programs. The Philadelphia settlement relates to past 
programs in which the Company offered hospitals significantly discounted prices on certain medications, including Mevacor, Vioxx and 
Zocor. In the Philadelphia matter, the government alleged that the Company improperly excluded certain discounts — those which were 
nominal in amount — from 
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its best price repotted to Medicaid under the Medicaid Rebate Agreement The Philadelphia action also related to certain marketing and 
sales programs conducted between 1997 and 2001. The Philadelphia settlement accounts for $399 million plus interest of the total 
settlement amount. 

The New Orleans settlement resolves a civil action containing allegations involving pricing discounts offered to hospitals for 
Pepcid. The original pricing program, known as the Flex Program, was launched in 1994 and continued to operate as the Flex-NP 
Program until its termination in April 2001. The New Orleans settlement accounts for $250 million plus interest of the total settlement 
amount 

In connection with these settlements, the Company entered into a corporate integrity agreement with the Department of 
Health and Human Services, which incorporates the Company's existing, comprehensive compliance program governing its 
pharmaceutical sales and marketing activities in the United States. 

As previously disclosed, the Company had received a letter from DOJ advising it of the existence of a civil complaint 
brought under the qui tam provisions of the False Claims Act alleging that the Company violated certain rules related to its calculations 
of best price and other federal pricing benchmark calculations, certain of which may affect the Company's Medicaid rebate obligation. 
DOJ has informed the Company that it does not intend to intervene in this action and has closed its investigation. The lawsuit has now 
been dismissed. 

The Company has cooperated with all of these investigations. In addition to these investigations, from time to time, other 
federal, state or foreign regulators or authorities may seek information about practices in the pharmaceutical industry or the Company's 
business practices in inquiries other than the investigations discussed in this section. It is not feasible to predict the outcome of any such 
inquiries. 

Vaccine Litigation 

As previously disclosed, the Company was a party in claims brought under the Consumer Protection Act of 1987 in the 
United Kingdom, which allege that certain children suffer from a variety of conditions as a result of being vaccinated with various 
bivalent vaccines for measles aid rubella and/or trivalent vaccines for measles, mumps and rubella, including the Company's M-M-R 
II. The conditions include autism, with or without inflammatory bowel disease, epilepsy, encephalitis, encephalopathy, Guillain-Barre 
syndrome and transverse myelitis. All of the remaining cases have been discontinued or struck out by the Court and the group litigation 
has concluded. There are no claims outstanding against Merck. As previously disclosed, the Company is also a party to individual and 
class action product liability lawsuits and claims in the United States involving pediatric vaccines (e.g., hepatitis B vaccine) that 
contained thimerosal, a preservative used in vaccines. Merck has not distributed thimerosal-containing pediatric vaccines in the United 
States since the fall of2001. As of December 31,2007, there were approximately 234 active thimerosal related lawsuits with 
approximately 425 plaintiffs. Other defendants include other vaccine manufacturers who produced pediatric vaccines containing 
thimerosal as well as manufacturers of thimerosal. In these actions, the plaintiffs allege, among other things, that they have suffered 
neurological injuries as a result of exposure to thimerosal from pediatric vaccines. There are no cases currently scheduled for trial: The 
Company will defend against these lawsuits; however, it is possible that unfavorable outcomes could have a material adverse effect on 
the Company's financial position, liquidity and results of operations. 

The Company has been successful in having cases of this type either dismissed or stayed on the ground that the action is 
prohibited under the National Childhood Vaccine Injury Act (the "Vaccine Act"). The Vaccine Act prohibits any person from filing or 
maintaining a civil action (in state or federal court) seeking damages against a vaccine manufacturer for vaccine-related injuries unless 
a petition is first filed in the United States Court of Federal Claims (hereinafter the "Vaccine Court"). Under the Vaccine Act, before 
filing a civil action against a vaccine manufacturer, the petitioner must either (a) pursue his or her petition to conclusion in Vaccine 
Court and then timely file an election to proceed with a civil action in lieu of accepting the Vaccine Court's adjudication of the petition 
or (b) timely exercise a right to withdraw the petition prior to Vaccine Court adjudication in accordance with certain statutorily 
prescribed time periods. The Company is not a party to Vaccine Court proceedings because the petitions are brought against the United 
States Department of Health and Human Services. 

The Company is aware that there are approximately 900 cases pending in the Vaccine Court involving allegations that 
thimerosal-containing vaccines and/or the M-M-R II vaccine cause autism spectrum disorders. Not 
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in the petitioner in that case. Two shorter additional evidentiary hearings of that type addressing that issue wereteldkTthe fall 
of2007. Rulings in these three cases are expected in 2008. According to the Vaccine Court, it expects to hold evidentiary hearings in 
six additional so called Test cases" by September 2008, addressing the issue of whether thimerosal in vaccines, or the M—M—R— n 
vaccine alone, can cause autism spectrum disorders, and did cause such disorders in those six petitioners. The Vaccine Court has 
spectrum disord^c^s'0 ^ evidence Presented at test case hearings to guide the adjudication of the raining 

Patent Litigation 

r ttoel,° time, generic manufacturers of pharmaceutical products file ANDA's with the FDA seeking to market generic 
tonus of the Company s products prior to the expiration of relevant patents owned by the Company. Generic pharma™n,t^,i 
manufacturers have submitted ANDA's to the FDA seeking to market in the United States a generic form of Fosamax, Propecia 
Prilosec, Nexium, Singular, Trusopt, Cosopt and Primaxin prior to the expiration of the Company's (and AstraZeneca's in the case of 
Pnlosecmd Nexium) patents concerning these products. In addition, an ANDA has been submitted to the FDA seeking to market in the 
United States a generic form oS Zetia pnor to the expiration of Schering-Plough^ patent concerning that product. The generic 
companies ANDA s generallyinclude allegations of non-infringement, invalidity and unenforceability of the patents. Generic 
manufacturers have received FDA approval to market a generic foim of Prilosec. The Company has filed patent infringement suits in 
federal court against companies filing ANDA's for generic alendronate {Fosamax), finasteride (Propecia), dorzolamide (Trusopt) 
montelukast (Singulair), dorzolamide/timolol (Cosopt), imipenem/cilastatin (Primaxin) and AstraZeneca and the Company have filed 
patent infringement suits in federal court against companies filing ANDA's for generic omeprazole (Prilosec) and esomeprazole 
AXIS* . V • ComPany ^ Schering-Plough have filed a patent infringement suit in federal court against companies filing 
ANDA s for generic ezetimibe (Zetia). Similar patent challenges exist in certain foreign jurisdictions. The Company intends to 
vigorously defend its patents, which it believes are valid, against infringement by generic companies attempting to maiket products 
pnor to the expiration dates of such patents. As with any litigation, there can be no assurance of the outcomes, which, if adveise could 
result in significantly shortened penods of exclusivity for these products. 

,,, . .In 2007, Schering-Plough received a notice from a generic company indicating that it had filed an ANDA for Zetia 
IS Hengln£tFe U-S. patents that are listed for Zetia. Merck and Schering Plough market Zetia through a joint venture 

MSP Singapore Company LLC. On March 22,2007, Schering-Plough and MSP Singapore Company LLC filed I patent infringement 
suit agarnsl Glenmark Pharmaceuticals Inc., USA and its parent corporation ("Glenmark"). The lawsuit automatically stays FDA 
approval of Glenmark s ANDA for 30 months or until an adverse court decision, if any, whichever may occur earlier. 

As previously disclosed, in January 2007, the Company received a letter from Ranbaxy Laboratories Ltd. ("Ranbaxy") 
stating that it had filed an ANDA seeking approval of a generic version of Merck's Primaxin. In April 2007, the Company filed a 

infringement suit against Ranbaxy. v ' H 

As previously disclosed, in February 2007, the Company received a notice from Teva Pharmaceuticals ("Teva") a generic 
company, indmating that it had filed an ANDA for montelukast and that it is challenging the U.S. patent that is listed for Singulair. On 

7'} -.A ,°mpany filed a patent infringement action against Teva. The lawsuit automatically stays FDA approval of Teva's 
ANDA tor 30 months or until an adverse court decision, if any, whichever may occur earlier. 

,, _ As previously disclosed, on January 28,2005, the U.S. Court of Appeals for the Federal Circuit in Washington, D.C. found 
the Company s patent claims for once-weekly administration of Fosamax to be invalid. The Company exhausted all options to appeal 
fins decision m 2005. Based on the Court of Appeals' decision, Fosamax lost market exclusivity in the United States in February 2008 
Fosamax Plus D will lose marketing exclusivity in the 
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United States in April 2008. As a result of these events, the Company expects significant declines in U.S. Fosamax and Fosamax Plus 

( Apotex') seeking damages for lost sales of generic weekly alendronate due to the patent proceeding. 

?n/V7 fha'cDr\'* j APP®^ of the EPO upheld the decision of the Opposition Division revoking the natent On March 

a^EsassssM 
On January 18,2006, the Company sued Hi-Tech Phatmacal Co., Inc. ("Hi-Tech") of Amitwille New Ynrlr for 

IpgflfiSSSglil# 
• T^Co.TJS"y and AstraZeneca received notice in October 2005 that Ranbaxy had filed an ANDA for 

magnesium. The ANDA contains Paragraph IV challenges to patents on Nexitim On November 21 2005 the ComnnnvanH 

AstraZeneca received notrcem January 2006 that IVAX Pharmaceuticals, Inc , subsequently ^q^red bvTev^ad fiTed an ANr»A for SSESgSBIsips 
iS55S!i,^r3?'Ready''ANDA"f<*30 • -»«£»>• ».ssssf 



Table of Contents 

and Company (*du Pont *). The Company and du Pont have filed patent infringement proceedings against various companies in 
Portugal, Spain, Norway and Austria. 

As previously disclosed, in the third quarter of2007, the Company resolved certain patent disputes which resulted in a net 
gam to the Company. 

Other Litigation 

In November 2005, an individual shareholder delivered a letter to the Company's Board alleging that the Company had 
summed damages through the Company's adoption of its Change in Control Separation Benefits Plan (the "CIC Plan") in November 
2004. The shareholder made a demand on the Board to take legal action against the Board's current or former members for allegedly 
causmg damage to the Company with respect to the adoption of the CIC Plan. In response to that demand letter, die 
members of the Board determined at the November 22,2005 Board meeting that the Board would take the shareholder's request under 
consideration. After carefiil consideration by the Board, the shareholder was advised that the Board had determined not to take leaal 
action. 

In February 2008, an individual shareholder delivered a letter to the Company's Board of Directors demanding that the 
Board take legal action against the responsible individuals to recover the amounts paid by the Company to resolve the governmental 
investigations referred to above. 

^ Previous'y disclosed, on August 20,2004, the United States District Court for the District of New Jersey granted a motion 
by the Company, Medco Health Solutions, Inc. ("Medco Health**) and certain officers and directors to dismiss a shareholder derivative 
action involving claims related to the Company's revenue recognition practice for retail co-payments paid by individuals to whom 
Medco Health provides pharmaceutical benefits as well as other allegations. The complaint was dismissed with prejudice. Plaintiffs 
appealed the decision. On December 15,2005, the U.S. Court of Appeals for the Third Circuit upheld most of the District Court's 
decision dismissing the suit, and sent the issue of whether the Company's Board of Directors properly refused the shareholder demand 
relating to the Company's treatment of retail co-payments back to the District Court for reconsideration under a different legal 
standard. Plaintiffs moved to remand their action to state court on August 18,2006, and the District Court granted that motion on 
February 1,2007. The shareholder derivative suit was pending before the Superior Court of New Jersey, Chancery Division, Hunterdon 
County. All of the remaining issues were dismissed with prejudice in favor of Medco Health, Merck and the individual Hpfenriantc on 
July 31,2007. 

As previously disclosed, prior to the spin-off of Medco Health, the Company and Medco Health agreed to settle on a class 
action basis, a series of lawsuits asserting violations of ERISA (the "Gruer Cases"). The Company, Medco Health and certain plaintiffs' 
counsel filed the settlement agreement with the federal District Court in New York, where cases commenced by a number of plaintiffs 
including participants in a number of pharmaceutical benefit plans for which Medco Health is the pharmacy benefit manager,-as well as 
trustees of such plans, have been consolidated. Medco Health and the Company agreed to the proposed settlement in order to avoid the 
significant cost and distraction of prolonged litigation. The proposed class settlement has been agreed to by plaintiffs in five of the cases 
filed against Medco Health and the Company. Under the proposed settlement, the Company and Medco Health have agreed to pay a 
total of $42.5 million, and Medco Health has agreed to modify certain business practices or to continue certain specified business 
practices for a period of five years. The financial compensation is intended to benefit members of the settlement class, which includes 
ERISA plans for which Medco Health administered a pharmacy benefit at any time since December 17, 1994. The District Court held 
hearings to hear objections to the fairness of the proposed settlement and approved the settlement in 2004, but has not yet determined 
the number of class member plans that have properly elected not to participate in the settlement. The settlement becomes final only if 
and when all appeals have been resolved. Certain class member plans have indicated that they will not participate in the settlement 
Cases initiated by three such plans and two individuals remain pending in the Southern District of New York. Plaintiffs in these cases 
have asserted claims based on ERISA as well as other federal and state laws that are the same as or similar to the claims that had been 
asserted by settling class members in the Gruer Cases. The Company and Medco Health are named as defendants in these cases. 

Three notices of appeal were filed and the appellate court heard oral argument in May 2005. On December 8,2005 the 
appellate court issued a decision vacating the District Court's judgment and remanding the 
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24S n̂e D,S A ̂  W2S hdd t0 address such issues 
Plaintiffs. The class members and the other party tfid ̂  istsues in &vortfthe settling 

§rlpfj|p§is 
Company, other than proceeding for which a separate assessment is provided in this Item. 

Environmental Matters 

AMmi,,.'nie 8 party to a number of proceedings brought under the Comprehensive Environmental Resrionse 

MM 
enforcement action, United States of America and Commonwealth of Pennsylvania v Merck & Co Inc in resnm» trvrt.» t 
^closed accidental release of 25 gallons of potassium thiocyanate from Osteintoe2006&S^^1^^ y 

Item 4. Submission of Matters to a Vote of Security Holders. 
Not applicable. 
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Executive Officers of the Registrant (ages as of February 1,2008) 
RICHARD T. CLARK — Age 61 

April, 2007 — Chairman, President and Chief Executive Officer 

May, 2005 — Chief Executive Officer and President 

June, 2003 — President, Merck Manufacturing Division — responsible for the Company's manufacturing, information 
services and operational excellence organizations worldwide 

January, 2003 — Chairman, President and Chief Executive Officer, Medco Health Solutions, Inc., formerly a wholly-owned 
subsidiary of the Company 

ADELE D. AMBROSE — Age 51 

December, 2007 — Vice President and Chief Communications Officer—responsible for the Global Communications 
organization 

April, 2005 — On sabbatical 

Prior to April 2005, Ms. Ambrose was Executive Vice President, Public Relations & Investor Communications at AT&T 
Wireless (wireless services provider from September 2001 to April 2005) 

DAVID W. ANSTICE — Age 59 

September, 2006 — Executive Vice President, Strategy Initiatives — responsible for the End-to-End and global support 
function initiatives and for providing strategic direction in key pharmaceutical emerging markets (China and India) 

August, 2005 — President, Human Health—Asia Pacific — responsible for die Company's prescription drug business in the 
Asia Pacific region, Japan, Australia, New Zealand and the Company's joint venture relationship with Schering-Plough 

January, 2003 — President, Human Health -— responsible for the Company's prescription drug business in Japan, Latin 
America, Canada, Australia, New Zealand and the Company's joint venture relationship with Schering-Plough 

JOHN CAN AN — Age 51 

January, 2008 — Senior Vice President and Controller—responsible for the Corporate Controller's Group 

September, 2006 — Vice President, Controller— responsible for the Corporate Controller's Group 

June, 2003 — Vice President, Corporate Audit & Assurance Services 

September, 2002 — Vice President and Controller, Asia and Joint Ventures — responsible for financial and operational 
oversight of Asia Human Health and several of the Company's joint ventures 

CELIA A. COLBERT — Age 51 

January, 2008 — Senior Vice President, Secretary (since September, 1993) and Assistant General Counsel (since November, 
1993) — Responsible for Corporate Secretary function and Corporate Staff Group. 

WILLIE A. DEESE — Age 52 

January, 2008 — Executive Vice President and President, Merck Manufacturing Division ("MMD") — responsible for the 
Company's global manufacturing, procurement, and operational excellence functions 
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MMceUeLTtocStioSt' MM° ~ resPonsibIe for ^ Company's global manufacturing, procurement, and operational 

January, 2004 — Senior Vice President, Global Procurement 

^GIaxoSmithKtine^)lc'r ^ Seni°r Vice President' Global Procurement and Logistics (2001 to 2003) for 

KENNETH C. FRAZIER — Age 53 

August, 2007 — Executive Vice President and President, Global Human Health — responsible for the Company's marketing 
and sales organizations worldwide, including the global pharmaceutical and vaccine franchises 

N°Th^WrM?r? ~ Executive Vice President and General Counsel — responsible for legal and public affairs functions and 
The Merck Company Foundation (a not-for-profit charitable organization affiliated with the Company) 

December, 1999 — Senior Vice President and General Counsel — responsible for legal and public affairs functions and The 
Merck Company Foundation (a not-for-profit charitable organization affiliated with the Company) 

MIRIAN M. GRADDICK-WEIR — Age 53 

January, 2008 — Executive Vice President, Human Resources — responsible for the Global Human Resources organization 

September, 2006 — Senior Vice President, Human Resources 

*•* Executive Yice Resident of Human Resources and Employee 

A^~~2™ Pr0V'der)l ̂  ̂  heW SCVeral 0th6r S£ni0r Human Resonrces 

PETER N. KELLOGG — Age 51 

August, 2007 — Executive Vice President and Chief Financial Officer — responsible for the Company's worldwide 
relationships"1'' """*** relations> corporate development and licensing, and the Company's joint venture 

Prior to August, 2007, Mr. Kellogg was Executive Vice President, Finance and Chief Financial Officer of Bioeen Idee 
Mr M?i°8y comPany) suice November 2003, from the merger of Biogen, Inc. and IDEC Pharmaceuticals Corporation 
Mr. Kellogg was formerly Executive Vice President, Finance and Chief Financial Officer of Biogen, Inc. after sewing as 
Vice President, Finance and Chief Financial Officer since July 2000 

PETER S. KIM — Age 49 

Janr.arY'.2QQ-8 ~~ Exe?utlve Vice President and President, Merck Research Laboratories ("MRL") — responsible for the 
Company s research and development efforts worldwide I»IIUUMUIC iur me 

January, 2003 — President, MRL 

BRUCE N. KUHLIK — Age 51 

Xice President end General Counsel — responsible for legal, communications, and public policy 
functions and The Merck Company Foundation (a not-for-profit charitable organization affiliated with the Company) 

Mdefenre ~~ ^ PreSldent and Associate General Counsel — primaiy responsibility for the Company's Vioxx litigation 
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Prior to May 2005, Mr. Kuhlik was Senior Vice President and General Counsel for the Pharmaceutical Research and 
Manufacturers of America since October, 2002 

MARK E. MCDONOUGH — Age 43 

February, 2007 — Vice President and Treasurer — responsible for the Company's treasury function, and for providing 
financial support for Human Resources " 

January, 2004— Assistant Treasurer, Global Capital Markets—responsible for managing the Company's investment and 
financing portfolios and the treasury share repurchase program 

September, 2000 Senior Director, Human Health Finance — responsible for providing global franchise-based financial 
reporting and analytics to Executive Committee and franchise and divisional stakeholders 

MARGARET G. MCGLYNN — Age 48 

August, 2007 — President, Merck Vaccines and Infectious Diseases — global responsibilities for the vaccines business and 
infectious diseases franchise including the Company's Sanofi-Pasteur joint venture 

August, 2005 — President, Merck Vaccines — global responsibilities for the vaccines business including the Company's 

Sanofi-Pasteur joint venture v 3 

January, 2003 — President, U.S. Human Health — responsible for one of the two prescription drug divisions (hospital and 
specialty product franchises) comprising U.S. Human Health ("USHH"), and the Managed Care Group of USHH 

STEFAN OSCHMANN — Age 50 

B " " ' "  Q " * d *  -  c - w  > —  

October, 2005 — Senior Vice President, Worldwide Human Health Marketing 

January, 2001 — Managing Director, MSD Germany, a subsidiary of the Company 

J. CHRIS SCALET — Age 49 

Jan^'22?8 ~ £xecutive Vice President, Global Services, and Chief Information Officer ("CIO") — responsible for 
Global Shared Services across the human resources, finance, site services and information services function: and the 
enterprise business process redesign initiative 

January, 2006 — Senior Vice President, Global Services, and CIO — responsible for Global Shared Services across the 
lumfflnresources, finance, site services and information services function; and the enterprise business process redesign 

March, 2003 — Senior Vice President, Information Services, and CIO — responsible for all areas of information technology 
and services including application development, technical support, voice and data communications, and computer 
operations worldwide ^ 

Prior to March 2003, Mr. Scalet was Senior Vice President, Information Technology & CIO (1997 to 2003) for International 
Paper Company (global forest products, paper and packaging company). 

ADAM H. SCHECHTER — Age 43 

August, 2007 — President, Global Pharmaceuticals — global responsibilities for the Company's 
atherosclerosis/cardiovascular, diabetes/obesity, oncology, specialty/neuroscience, respiratory, bone, arthritis and 
medSs ^ ^ COmmerC'al responsibility 'n the United States for the Company's portfolio of prescription 
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July, 2006 — President, U.S. Human Health — commercial responsibility in the United States for the Company's portfolio 

of prescription medicines r 

October, 2005 General Manager, U.S. Human Health Division — responsible for the Neuro-Psychiatry, Osteoporosis 
Migraine, Respiratory, and New Products franchises ' 

February, 2004 — Vice President/General Manager, Merck/Schering-Plough Pharmaceuticals U.S. Joint Venture 

August, 2002 Vice President, Merck Human Health Division, Arthritis & Analgesia Franchise Business Group 

WENDY L. YARNO — Age 53 

August, 2007 ^ Chief Marketing Officer—responsible for the global human health commercial operations support 
organization, including the Company's Global Human Health Business Process and Program Management, Global 
Marketing Support, Global Medical Affairs, Global Product Access and Outcomes Research, and Global Alliance 
Management and New Product Licensing 

September, 2006 — Chief Marketing Officer — responsible for Global Marketing Services, Global Alliance Management 
and Global Pricing, Global Human Health Business Practices & Compliance and three franchises: Oncology, Specialty 
and Neuroscience; Respiratory, Bone and Arthritis and Analgesia; and Infectious Diseases and Hospital Products 

November, 2005 — General Manager, Business Unit 3, U.S. Human Health 

January, 2003 — Executive Vice President, Worldwide Human Health Marketing 

All officers listed above serve at the pleasure of the Board of Directors. None of these officers was elected pursuant to anv 
arrangement or understanding between the officer and the Board. 
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PARTII 
Item 5. Market for Registrant's Common Equity, Related Stockholder Matters and Issuer Purchases of Equity Securities. 

The principal market for trading of the Company's Common Stock is the New York Stock Exchange ("NYSE") under the 
symbol MRK. The Common Stoek market price information set forth in the table below is based on historical NYSE market prices. 

The following table also sets forth, for the calendar periods indicated, the dividend per share information. 

Cash Dividends Paid per Common Share 

Year 4th Q 3rd Q 2nd Q IstQ 

2007 
2006 
Common Stock Market Prices 

1.52 
1.52 

S 038 
$ 0.38 

S 0-38 
$ 0.38 

$ 0-38 
$ 0.38 

$ 038 
$ 0.38 

2007 4th Q 3rd Q 2ndQ I s t Q  

High 
Low 
2006 

XJ61J62-
..$ 51.44 

S 53L81 
S 48J1 

$ 55.14. 
S 4432 . 

$ 4635 . 
$.4235_. 

High. . $ .46.37 $ .42,51 ... $ 36.84 $ 36.65 
Low . • £.41.24 £ 35.00 $ 32.75 $ 31.81 

As of January 31,2008, there were approximately 172,077 stockholders of record. 

Equity Compensation Plan Information 
The following table summarizes information about the options, warrants and rights and other equity compensation under the 

Company's equity plans as of the close of business on December 31,2007. The table does not include information about tax qualified 
plans such as the Merck & Co., Inc. Employee Savings and Security Plan. 

Plan 
Category 

compensation plans approved by ecurity 
holders® 

Equity compensation plans not approved by security 
holders® . 

Total 

Number of 
securities to be 

issued upon 
exercise of 

outstanding 
options, warrants 

and rights 

lal 

242,047,383 ft) 

242,047,383 

Weighted-average 
exercise price of 

Outstanding 
options, warrants 

and rights 

Q>) 

53.60 

5330 

Number of 
securities 

remaining available 
for future issuance 

under equity 
compensation plans 

(excluding 
securities 

reflected in column (a)) 

(* 

149,753,161 

149,753,161 

(I) 

(2) 

Includes options to purchase shares of Company Common Stock and other rights under the following 
stockholder-approved plans: the 1996 Incentive Stock Plan, the 2001 Incentive Stock Plan, the 2004 
Incentive Stock Plan, the 2007 Incentive Stock Plan, the 1996 Non-Employee Directors Stock Option Plan, 
the 2001 Non-Employee Directors Stock Option Plan and the 2006 Non-Employee Directors Stock Option 
Plan. 

Excludes approximately 5,423,259 shares of restricted stock units and 2,813,690 performance share units 
(assuming maximum payouts) under the 2004 and 2007 Incentive Stock Plans. Also excludes 228,987 shares 
of phantom stock deferred under the Merck & Co., Inc. Deferral 
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Program. As ofDecember 31, 2006, no additional shares were reserved under the Deferral Program. Beginning January 1, 2007, one—tenth ofl percent of the 
outstanding shares ofMerck Common Stock on the last business day of the preceding calendar year plus any shares authorized under die Deferral Program but 
not issued are reserved for future issuance (2,679,958 as ofDecember 31, 2007). The actual amount ofshares to be issued prospectively equals the amount 
participants elect to defer from payouts under the Company's various incentive programs, such as the Executive Incentive Plan, into phantom stock, increased by 
the amount of dividends that would be paid on an equivalent number ofshares of Merck Common Stock, divided by the market price of Merck Common Stock. 

 ̂The table does not include information for equity compensation plans and options and other warrants and 
rights assumed by the Company in connection with mergers and acquisitions and pursuant to which there 
remain outstanding options or other warrants or rights (collectively, "Assumed Plans "), which include the 
following: Medco Containment Services, Inc. 1991 Class C Non-Qualified Stock Option Plan; SIBIA 
Neurosciences, Inc. 1996 Equity and Incentive Stock Option Plan; Provantage Health Services, Inc. 1999 
Stock Incentive Plan; Rosetta Inpharmatics, Inc. 1997 and 2000 Employee Stock Option Plans. A total of 
966,738 shares of Merck Common Stock may be purchased under the Assumed Plans, at a weighted average 
exercise price of $19.99. No further grants may be made under any Assumed Plans. 

46 



Table of Contents 

Performance Graph 

Thf following graph compares the cumulative total stockholder return (stock price appreciation phis reinvested dividends! on 
Sf*k™th,the cumulative total return (including reinvested dividends) of the Dow Jones US Pharmaceutical 

SfS, PIH, , 1'A? I ?°w Jones Pharmaceutical Index — United States Owned Companies, and the 

thenearauloHar orpercent* the flve years December 31,2007. Amounts below have been rounded to 

Comparison of Five-Year Cumulative Total Return * 
Merck & Co., Inc., Dow Jones US Pharmaceutical Index and S&P 500 Index 

End of 
Period Value 

2007/2002 
CAGR** 

MERCK 
DJUSPR 
S&P 500 

MERCK 
DJUSPR 
S&P 500 

2002 
100.00 
100.00 
100.00 

2003 
88.65 

109.45 
128.67 

2004 
64.15 

100.39 
142.65 

2005 
66.75 
98.73 

149.65 

2006 
95.24 

112.93 
173.27 

2007 
130.80 
117.98 
182.78 

* '̂ e value "f'he investment in Company Common Stock and each index was $100 on December 31 2002 and that all 
dividends were reinvested. 

* * Compound Annual Growth Rale 
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Issuer purchases of equity securities for the three month period ended December 31,2007 are as follows: 

Issuer Purchases of Equity Securities 

Period 

October 1 
O c t o b e r  3 1 , ;  
November 1 -
November 30,2007 
December 1 -
December 31, 2007 
Total 

Total 
Number 
of Shares 
Purchased 

0 

4,407,000 

10,099,600 
14,506,600 

Average 
Price Paid 
Per Share 

-SWA.. 

$57.74 

'Msrfk-
$58.95 

Total Number of 
Shares Purchased 

as Part of 
Publicly Announced 
Plans or Programs^ 

4.407,000 „ 

10,099,600 
14,506,600 

($ in millions) 
Approx. Dollar Value 

of Shares That May Yet 
Be Purchased Under the 

Plans or Programs^ 

$ 

5,952.8 

5,698.4 

5,097.7 
5,097.7 

(I) These share repurchases were made as part of a plan announced in July 2002 to purchase $10 billion in Merck shares. 
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Item 6. Selected Financial Data. 

The following selected financial data should be read in conjunction with Item 7. "Management's Discussion and Analysis of 
Financial Condition and Results of Operations" and consolidated financial statements and notes thereto contained in Item 8. "Financial 
Statements and Supplementary Data" of this report. 

Merck & Co., Inc. and Subsidiaries 
(S in millions except per share amounts) 

20070) 20060) 2005(3) 2004(0 2003(3) 

Results for Year: . . — • - - -
Sales $ 24,197.7 $ 22,636.0 $ 22,011.9 $ 22,972.8 $ 22,567.8 

Materials and production costs 6,140.7 6,001.1 ~ 5,149.6 4,965.7 4,443.7 

Marketing and administrative expenses 7,556.7 8,165.4 7,155.5 7,238.7 6,200.3 

Research and development expenses 4,802.8 4,78251 3,848.0 4,010.2 3279.9 

Restructuring costs 327.1 142.3 322.2 107.6 194.6 

Equity income from affiliates (2,976.5) (20944) (1.717.1) (1,008.2) (474.2) 

U.S. Vioxx Settlement Agreement charge 4,850.0 - - - -

Other (income) expense, net 46J (382.7) (1102) (344.0) (2032) 

Income from continuing operations before taxes 3,370.7. 6,221.4 7363.9 8,002.8 9,126.7 

Taxes on income 95 3 1,7874 . 23324 23223 . 2,4923 

Income from continuing operations 3,275.4 4,433.8 4,6313 5,830.1 6,634.0 

Income from discontinued operations, net of taxes " - - 24L3 

Net income 3,275.4 4,433.8 4,631.3 5,830.1 6,875.3 

Basic earnings per common share 

Continuing operations $1.51 $2.04 $2.11 $2.63 $2.97 

Dtsoontimiedoperations T - - - - 031 

Net income $1.51 $2.04 $2.11 $2.63 $3.07(6 

Earnings per common share assuming dilution 

Continuing operations $149 $2.03 $2.10 $2.62 $2.94 

Discontinued operations - - - - 0.11 

Net income $149 $2.03 $2.10 $2.62 $3.05 

Cash dividends declared 3,310.7 3318.7 3338.7 3329.1 3264.7 

Cash dividends paid per common share $1.52 $1.52 $1.52 $1.49 $1.45 

Capital expenditures 1,01131 980.2 1,402.7 1,726.1 1,915.9 

Depreciation 1,752.4 2,098.1 1,544.2 1258.7 1,129.6 

Year-End Position: 

Working capital $ 2,787.2 $ 2,507.5 $ 7,806.9 $ 1,688.8 $ 1,926.9 

Property, plant andequipment, net 12,346.0 13,194.1 14,398.2 14,713.7 143690 

Total assets 48,350.7 44,569.8 44,845.8 42,572.8 40,587.5 

Long-term debt 3,915.8 5,551.0 5,125.6 4,6915 5096O 

Stockholders' equity 18,184.7 17,559.7 17,977.7 17349.3 15,620.8 

Financial Ratios: 

Income from continuing operations as a % of sales 13.5% 19.6% 21.0% 25.4% 29.4% 

Net income as a % of average total assets 731% 94% 10.6% . 14.0% 15.0% 

Year-End Statistics: 

Average common shares outstanding (millions) 2,170.5 2,177.6 2,197.0 2219.0 2236.7 

Average common shares outstanding assuming dilution (millions) 2,192.9 2,187.7 2,200.4 2226.4 2253.1 

Number of stockholders of record 173,000 184,200 198200 216,100 233,000 

Number of employees 59,800 60,000 61,500 62,600 63200 



""" "' "" 'h'""*» *• •"•m-M, Cm, M, „j 

tf> iZZZ/Z fnn\ Zff 7 7"% Kfu w"hfrawal fVi0«. Vioxx fega/ d^fewe coax and restructuring actions. 
((6) iZ Î̂ Zt odZ o t7,7rSmnrP ,atim ̂  ̂  diStr"""i°n "* restructuring actions. 
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Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations 
Description of Merck's Business 

Merck is a global research-driven pharmaceutical company that discovers, develops, manufactures and markets a broad 
range of innovative products to improve human and animal health. The Company's operations are principally managed on a products 
basis and are comprised of two reportable segments: the Pharmaceutical segment and the Vaccines segment. The Pharmaceutical 
segment includes human health pharmaceutical products marketed either directly or through joint ventures. These products consist of 
therapeutic and preventive agents, sold by prescription, for the treatment of human disorders. Merck sells these human health 
pharmaceutical products primarily to drug wholesalers and retailers, hospitals, government agencies and managed health care providers 
such as health maintenance organizations, pharmacy benefit managers and other institutions. The Vaccines segment includes human 
health vaccine products marketed either directly or through a joint venture. These products consist of preventative pediatric, adolescent 
and adult vaccines, primarily administered at physician offices. Merck sells these human health vaccines primarily to physicians, 
wholesalers, physician distributors and government entities. The Company's professional representatives communicate the 
effectiveness, safety and value of its pharmaceutical and vaccine products to health care professionals in private practice, group 
practices and managed care organizations. 

Overview 

During 2007, Merck began realizing benefits from its multi-year strategic plan designed to reengineer the way the Company 
develops and distributes medicines and vaccines worldwide. The Company is benefiting from the evolution of a new commercial model 
designed to align the Company's product research, development and marketing efforts utilizing the latest technologies and broadening 
its engagement with customers, physicians and scientific leaders to get needed medicines and vaccines through the development 
pipeline and to patients sooner. The Company is also working to build a sustainable research and development advantage by leveraging 
technologies to facilitate drug discovery and development and has successfully reduced clinical development cycle-time. 

The progress of these efforts is demonstrated in part by the Company's revenue growth in 2007, which reflected the 
continued market penetration and global rollout of Gardasil, a vaccine to help prevent cervical cancer, pre—cancerous and low-grade 
lesions, vulvar and vaginal pre-cancers, and genital waits caused by human papillomavirus ("HPV") types 6,11, 16 and 18; Januvia, a 
medicine that enhances a natural body system to improve blood sugar control in patients with type 2 diabetes; and RotaTeq, a pediatric 
vaccine to help prevent rotavirus gastroenteritis in infants and children, coupled with the strong performance of several in-line 
products. This growth has more than offset 2007 revenue declines associated with the 2006 loss of U.S. market exclusivity for Zocor 
and Proscar. 

Additionally, the Company continued the advancement of drug candidates through its pipeline. During 2007, the U.S. Food 
and Drug Administration (the "FDA") approved both Janumet, an oral antihyperglycemic agent that combines sitagliptin (Januvia) with 
metformin in a single tablet to address all three key defects of type 2 diabetes, and Isenlress, a first-in-class integrase inhibitor for the 
treatment of HIV-1 infection in treatment-experienced patients. In addition, on January 25,2008, the FDA approved Emend for 
Injection, an intravenous therapy for the prevention of chemotherapy-induced nausea and vomiting ("CINV"). Also, the Company 
anticipates the FDA will take action in 2008 on the New Drug Application ("NDA") for Cordaptive, the proposed trademark for 
MK-0524A, an extended-release ("ER") niacin combined with laropiprant, a novel flushing pathway inhibitor, for cholesterol 
management. Further, the Company made a supplemental filing with the FDA in January 2008 for Gardasil, for an expanded indication 
for women through age 45, and anticipates making a supplemental filing for Isentress later in 2008, for an expanded indication for use 
in treatment-naive patients. The Company currently has seven candidates in Phase III development and anticipates making NDA filings 
with respect to two of the candidates in 2008: MK-0524B, simvastatin combined with laropiprant and ER niacin, and MK-0364, 
taranabant, an investigational medication for the treatment of obesity. 

As part of implementing the new commercial model, the Company is reengineering its core business to be more efficient 
with the goal of reducing aspects of its cost base and realizing gross margin improvement. The reengineering includes the 
implementation of manufacturing and marketing cost savings initiatives. The initial 
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snM nr fra,p| consolidating our manufacturing plant network. As part of this program, through January 2008 Merck had closed 
sold or ceased operations at five manufacturing sites and two preclinical sites and eliminated arorSimate*; 7 jSf«2££,. ' 
company-wide (comprised of actual headcount reductions and the elimination of contractors oL™™ 

20m research and development expenses, will yield cumulative pretae savings of $4.5 to $5.0 bilUon from 2006 through 

exrewprlX^bihtv''2S10 ne,g°t,atfd settlemen's)in Previously disclosed arbitration with the Company's upper level 
r̂ ŝassassr *—1-*- a-** & a ,I«1 

Ce.itireme.me^arningS Pfr£onunon share ("EPS") assuming dilution for 2007 were $1.49 per share including the impact of the U S Vinrr SSaa&sSarTSSSSsras&safeSS® 
Competition and the Health Care Environment 

toward he^'eSSS,^ l"8% "*** «** 

am. Mede^S^o?S.ter^a^^SS?SSl^ 

51 



Table of Contents 

drag coverage began on January 1,2006. This legislation supports the Company's goal of improving access to medicines hv emanHino 
insurance coverage, while preserving market-based incentives for pharmaceutical innovation At the same time the legislation will 
~ wi»be controlled by competitive pressures and ^enc^gkg^e^rop^use^mSe 

may COmider a8ato> pr0p°Sals to increase ^ governments rolefo pCSS tiie 

.. „ to addressing cost-containment pressure, the Company has made a continuing effort to demonstrate that its medicines can 
costs m overall patient health care. In addition, pricing flexibility across the Company's product portfolio has encouraged 

growing use of its medicines and mitigated the effects of increasing cost pressures. P ^ encouraged 
Outside the United States, in difficult environments encumbered by government cost-containment actions the rvmnanv h.c 

worked m paitoership with payers to encourage them to allocate scarce resomefs to V 

pototally detrimental effects of government policies on sales growth and access to iSStS2 to support 
foe discoveryand development of innovative products to benefit patients. The Company also is woSw^gov^^te in mZ? 
emergmgmarkets in Eastern Europe, Latin America and Asia to encourage them to increase their investments in health and therehv 
improve their citizens access to medicines. Within Europe, European institutions such as the European Commission f"EC"l have 
As Zesult foev^roSw^/£ Pharmaceutical industry and foe vSf^no~mediS totdety 
market derepilatkin ^ representatives to improve foe competitive climate through a variety of means including 

,m( _. r.n °?d<rT t0 .advance foe related policy debate, foe EC launched foe High Level Pharmaceutical Foram f'HLPFI at the end of 
2005. This initiative aims at improving the prospects of the research-based pharmaceutical industry in Europe and thus the health 
prospects of all patients who will benefit from innovative therapies. Through an active dialogue among all stakeholders in foe health 
fWiMKtff (fro™ P?yers 'o patients), this initiative is an attempt to tackle key policy issues in Europe: (i) promoting greater pricing 

^ health authorities apply best practices for foe evaluation of foe relative effectivenessof 
m^cines, and (nO improving greater access to information on medicines for patients in Europe. The Company has been actively 

SteSSSST*" ou,comc fof ">= HLPF thai would help tap, pmms 

Mehnda Gates Foundation and The Merck Company Foundation/Merck & Co., Inc., is suppS^t^a'Tr^^e to HIV/AIDS 
through a comprehensive and sustainable approach to HTV prevention, care, treatment and sutmort In Mav 200S^ie Cnmnanv miti.tAH 
hJv35!^ * Pe<>Ple'S RePUb'iC °f ^(f0CUSBd 'ttitia"y mSichuZS^ce) to hZp «rm^M t^rm^iSponZto foe 

^inmercat^yK access to fflV medicines in developing countries, tinder price reduction guidelines that foe Conraanv 
hZw v?h ^ fs S? prof,t on the sale of lts current HIV/AIDS medicines in the world's poorest countries and those 
Febrai!?2007^ZkZZiZlfrtf?-! h "IV/AIDS.med!c'nes « significantly reduced prices to medium-income countries. In 

U . 1 . J  a n B O U " c e d  f o a t  i t  h a d  a g a i n  r e d u c e d  f o e  p n e e  o f  Stocrin in foe least developed countries of foe world and those 
hardest hit by the pandemic. By foe end of2007, more than 720,000 people living with HIV and AIDS in 81 developing countries and 
IXlZ^tfons^M Za . °.n b'eatinent with antiretroviral regimens containing Crixivon, Stocrin or Atripla. Through these and 

, ^!r,C is working independently and with partners in foe public and private sectors alike to focus on foe llost critical 
f .t, ®e "es "? e developing world: foe need for sustainable financing, increased international assistance and 

additional investments in education, training and health infrastructure and capacity in developing countries. 

-ui t A£PreY'ously disclosed, in May 2007 foe government of Brazil issued a compulsory license for Stocrin which makes it 
possible for Stocrin to be produced by a generic manufacturer despite foe Company's patent protection on Stocrin 'in November 200fi 
foe government of Thailand stated that it had issued a compulsory license for Stocrin, 
Stocrin, which foe government of Thailand contends makes it possible for Stocrin to be produced by a generic manufacturer The 
Company remains committed to exploring mutually acceptable agreements with foe governments of Brazil and Thailand. 
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U.S. stato'^uiring^^Sr^^rMchttstifiMtk)^601 *""** *° Company's business' *"*»*« recently enacted laws in a majority of 

„ .. Although no one can predict the ontcome of these and other legislative, regulatory and advocacy initiatives, the Comnanv is 
well positioned to respond to the evolving health care environment and market forces aovocacy initiatives, tne Company is 

nm- . _ jfe Patents 0° .certain of the Company's products expire, Merck has entered into, and may continue to enter into 

ssKSstr* *  , ^ , ™ n ^  -P-T—i**y i ««s!assiss' 

health eare hl^ETcipates 4,184 wor,dwide trend toward cost-containment will continue, resulting in ongoing pressures on 
health care budgets. As the Company continues to successfully launch new products, contribute to health care debates and monitor 
reforms, its new products, polices and stnitegies should enable it to maintain a strong positiofintodSSSlSSeSLnt 

Acquisitions 

„fu„, In SePtembet 2007, Merck completed the acquisition of NovaCardia for $366.4 million which was paid through the issuance 

addedrotoMtoenSlM4l lcal_5tag® Pbaraaaceutical company focused on cardiovascular disease. This acquisition 
added rolofylline (MK 7418), NovaCardia s investigational Phase III compound for acute heart failure, to Merck's mueline In 
connection with the acquisition, the Company recorded a charge of $325.1 million for acquired research »""H;itfrl with rolofvlline as at 
.wShf1 f°n» technol°glcal feasibility had not been established and no alternative future use existed. The charge was not 

of M su, » 

cri$466°2mi^ionfor acmdmH^rsMlflter ̂  dlsease'In connection with the acquisition, the Company recorded a charge 
ot $466.2 million for acquired research associated with Sirna s compounds currently under development which related to the 
development of treatments for both the hepatitis B and hepatitis C viruses, which aii S well L hcensina 
agreements held by Siina. The charge was not deductible for tax purposes. The ongoing activity with respect to each of these 
compounds under development is not expected to be material to the Company's research and development expenses The acouisition of 

iwSsr1'1'0," •"f* 'm'M p»«My 

SlMfr (WOO million purchase price net of $25 million of shares already owed and net 
transaction costs). The Company recorded a $296.3 million charge for acquired research in connection with the acouisition which w»« 
not deductible for tax purposes. In May 2006, Merck acquired Abmaxis, Inc. ("Abmaxis™ SrS bfoSacS 
company dedicated to the discovery and optimization of monoclonal antibody products for human thwart,tics and diagnostics for 

SSSl&ZZBZZP v Purahasej>nce was allocated to an intangible asset relating to Abmaxis' technology' 
hreindependent scientific merits, the combination of the GlycoFi and Abmaxis platfoims is 

ESSOQ 10 0perate aCr0SS the entire sPectnan of therapeutic antibody discovery, development 

See Note 4 to the consolidated financial statements for further discussion of these acquisitions. 
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Operating Results 
Sales 

favorable SSSBto?' ""«'"*"» * » 
strong growth of the cLpany*siS Pncechan8f?i- Sales performance over 2006 reflects 
lesions, vulvar and vaginal pre-cancere, and genitafwarts caused bv Iff Vtw^ flM^Tis c5*cer' Precancerous and low-grade 
chickenpox, RotaTeq% vacdne to * help prevent 
prevent shingles (herpes zoster). Also contributing to sales growth was strrae '• ^ a vaccine to help 
chronic treatment of asthma and the relief of svmntn™ rtf E. ,* • •?? ?£ performance of Singular, a medicine indicated for the 
treatment of type 2 diabetes * wdl S hfler and sales of Jammet for the 
partially offset by lower sales of Zacnr the P.,...••>.•.<•*«*; #• hypertension and/or heart failure. Sales growth was 

treatment of symptomatic benign prostate Merek^lTsm^lt^r'^ urology product for the 

and Proscar market exclusivity. Foreign sales were also negatively affected by ctmtinu^^ieric^rMiM! re^ed'to FMOTOOT products 

well as higite°rev«Bu« flmif&e CcmpM^lrelati'cmshi^vritff A^TP T** ̂ owth otSingulair and vaccines, as 
reflected obtain supply MlS.^luS^™ e ^toratori^r'nr'<ReddvV'it'f "'tlf'681° 
generic simvastatm. These increases were partially offset bv lower sales of e ( s )/or ^ ̂  of 

virtually no impact on sales growth in 2006. Foreign sales ^presented 39% of toJ^tefo^OO^^ ^ Ch<mgeS had 



Table of Content^ 

Sales® of the Company's products were as follows: 

($ in millions) 
2007 2006 2005 

3,579.0 - 8 2275 JS-
3,163.1. - .3,0322 

- .3,134.4 - -3,1912 
.2,802.7 4,381.7 
- 697.1 6172 

704.8 739.6 
42.9 — • 

529.8 „ - . . 570.0 
. 5474 623.1 

.. . 406.4 348.4 
618.5- . . .741.4 
351.8 . 291.9 
265.4 218.2 

. . 327.3 348.4 
130.8 87.0 

. 1 3 9 2  - - 93.7 

2,780.5 2295.1 

- 20220.9 20,559.7 

2342 
163.4 _ 
38.6 

... .8202.. -- . 597.4 
248.5 194.5 
354.0 311.4 

1,859.4 1,1033 

555.7 34ft 0 

8 22,636.0 I 220113 

Singulair. . . 
Cozaar/Hyzaar 
Fosamax 
Zocor 
Cosopt/Trusopt 
Primaxin 

Cancidas 

Maxalt 
Proscar 
Propecia 
Arcoxia 
Crixivan/Stocrin 
Emend 
Invanz 
Janumet.. 
Other pharmaceutical ® 

Vaccines: <}) 
Gardasil 
RotaTeq 
Zostavax 
ProQuad/M-M-R Il/Varivax 
Hepatitis vaccines 
Other vaccines 

. __ , 

: - - J • •' •; • 

Other<4> 

Presented net of discounts and returns 
(2) 

4,266.3 
3,350.1 
3^493 

876.5. 
786.8 
763.5 
667.5 
536.9 
494.6 
4673 
411.0 
405.4 
329.1 
310.2 
204.2 
190.2 
86.4 

2,465.9 

19,660.9 

1,480.6 
524.7 
236.0 

1,347.1 
2793 
409.9 

4^78.2 

258.6 

$ 24,197.7 

wenueTarily  ̂ md a™' healthJoint venture supply sales and other miscellaneous 
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°P^molog;cal products; Primaxin and Cancidas, anti-bactenal/anti-fiingal products; Januvia and Jamimet 
nros^teenla^mLt13^ ? "ff5 I?8™"® Produ*: Proscar<a ur°>°gy product for the treatment of symptomatic ' 

benign prostate enlargement, Propecia, a product for the treatment of male pattern hair loss; Arcoxia, for the treatment of arthritis and 
™d Slocn"- for the treatment of HIV infection; Emend, for the prevention of chemotherapy-induced and post-operative 

n a u s e a  a n d  v o m i t i n g ;  a n d  I n v a n z ,  f o r  t h e  t r e a t m e n t  o f  i n f e c t i o n .  y p e  

The Company s vaccine products include Gardasil, a vaccine to help prevent cervical cancer, pre-cancerous and Iow-erade 
lesions, vulvar and vaginal pre-cancers, and genital warts caused by HPV types 6,11,16 and 18; RotaTeq, a vaccine to help protect 

^ cl?lldren;?°-rfarv^. a vaccine to help prevent shingles (herpes zoster); Varivax, a vaccine 
1 va&SS^mmS Xlla C0mbmat,0n vaccme aSamst measles' mumPs-rabella and ^cella; and M-M-RII, 

Segment Revenues 

(S in millions) 2007 2006 2005 

- $ 20,101.5 $ 20374J8 $ 20,678.8 
3337.6 1,705.5 9842 

162.0 162.1 1613 
96.6 393.6 187.1 

$ 24,197.7 $ 22,636.0 $ 22,011.9 

Pharmaceutical segment revenues 
Vaccme segment revenuesw 

Other revenues'3-' 

Total revenues . . 

(* {"r r^ce wita î PeP{ rP?.ortiP8 reivirements, Vaccines segment revenues exclude $440.6 million, 
$153.9 million and $119.1 million in 2007, 2006 and 2005, respectively, of vaccines sales by certain 
non U.S. subsidiaries managed by and included in the Pharmaceutical segment. 

(> Includes other non-reportable human and animal health segments. 

Other revenues are primarily comprised of miscellaneous corporate revenues, sales related to divested 
products or businesses and other supply sales not included in segment results. 

Pharmaceutical Segment Revenues 
Sales of the Pharmaceutical segment declined 1 % in both 2007 and 2006 primarily due to declines in Zocor and Proscar post 

patent expiration, partially offset by increases m Singulair, Cozaar/Hyzaar and for 2007, higher sales of Januvia and sales oiJanumet. 

rhinitis l**®5 £?"M™'-8 ™™icin5 indic,a£? for„the chronic treatment of asthma and the relief of symptoms of allergic 
rhinitis, grew 19/o reaching $4.3 billion in 2007 and rose 20 /o to $3.6 billion in 2006, reflecting the continued demand for asthma and 

»h S m,edlcatl0?s- Singular continues to be the number one prescribed product in the U.S. respiratory 
In APrd 2007> the FDA approved a newmdication for Singulair for the prevention of exercise-induced bronchoconstriction in 

patients 15 years of age and older Singulair is the first and only oral tablet approved in the United States for this use. In January 2008 
Smgulair was approved in Japan for the treatment of allergic rhinitis. January zuue, 

Global sales of Cozaar, andTts companion agent Hyzaar (a combination of Cozaar and hydrochlorothiazide), for the 
S®' of hypertension increased 6% to $3.4 billion in 2007 and grew 4% to $3.2 billion in 2006 Cozaar and Hyzaar etc among the 
leading members of the growing angiotensin receptor blocker class of medicines. 

Worldwide sales of Fosamax and Fosamax Plus D, for the treatment and, in the case of Fosamax, prevention of 
osteoporosis, declined 3/o m 2007 to $3.0 billion and decreased 2% in 2006 to $3.1 billion. U.S. sales of Fosamax and Fosamax Plus D 
amtri i 1" £?• 6SS!SalIy ' comPared with 2006. Sales outside of the United States were affected by the availability of 
generic alendronate sodium products m several key markets. Fosamax lost market exclusivity in the United States in February 2008 
Fosamax Plus D will lose marketing exclusivity in the United States in April 2008. As a result of these events, the Company expects 
significant declines m U.S. Fosamax and Fosamax Plus D sales. company expecrs 
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Qfll__ „f ^es of Zocor, Merck's statin for modifying cholesterol, declined 69% in 2007 and decreased 36% in 2006 
Jm?2006 Pe" ^ negatively affected by the continuing impact of the loss of U.S. maiket exclusivity in 

Under the entered i*0.M agreement with Dr. Reddy's that authorized the sale of generic simvastatin 
Under the trams of the agreement, the Company was reimbursed on a cost-plus basis by Dr. Reddy's for supplying finished goods and 
nr PMd"-Share °fthe f/'0?* recor-de<l^ ** Reddy's-1° 2006, Merck recoided $208.9 mSoSSSS« 

C0DtinUeS 10 manufacture simvastatin for branded Vy<°™ and the Company's 

. _ . Global s^es of Januviathe first dipeptidyl peptidase-4 ("DPP-4") inhibitor approved in the United States for use in the 

Se?2006^dbvtb?EC k MSmTnw^Tv,0,npared ̂  M2'9 I?iUi0n in 2006-JamMa was approved by the FDA in 
r ^"P.and by the EC in March 2007. DPP-4 inhibitors represent a new class of prescription medications that imnrove blood 
sugar control in patients with type 2 diabetes by enhancing a natural body system called the incretin system By the end of2007 
Januvia was approved in 69 countries and territories, had been launched in more than 40 of those and was n'n<w revjew in more than a 
dozen others. Since the October 2006 U.S. approval, managed care formularies have made .Widely Sb'e 

described ^ T?™** "»! *» FDA. approved expanded labeling for Januvia. The new regimens with Januvia 
described in the updated labeling include, as an adjunct to diet and exercise, initial therapy in combination with metformin- add-on 
Se^omWna^n^yiU^i^i?nepl1? r wh.e?.th.e s™Sle agent alone does not provide adequate glycemic control; and add-on therapy to 
the combination of a sulfonylurea (glunepinde) and metformin when dual therapy does not provide adequate glycemic control. 

a single tahfet^dd^l'lUh^v aPJ"?V?f J°"wne'' Merck's oral antihyperglycemic agent that combines Januvia with metformin in 
a single tablet to address all three key defects of type 2 diabetes. Janumet has been approved, as an adjunct to diet and exercise to 

control m adult patients with type 2 diabetes who are not adequately controlled on metformin 0r sitagliptin alone 
ram patient already being treated with the combination of sitagliptin and metformin. By the end of2007, yrZli^s alX^d h? 
raomd ftT^l'7r^»?lP1ny fS S£, g neToSl7 aPPr0^ (o make the medicine available for use in many other corn tries 
around the world. Global sales for Janumet were $86.4 million in 2007. 

 ̂panted Jsentress (raltegravir, previously known as MK-0518) accelerated approval for use in 
combination with other antiretroviral agents for the treatment of HIV-1 infection in treatment-experienced adult patients who have 
fn™ l^clS resistant to multiple antiretroviral agents. Jsentress is the first medicine to be approved 
^ . 7  o f  a n t i r e t r o v i r a l  d r u g s  c a l l e d  m t e g r a s e  i n h i b i t o r s .  Jsentress works by inhibiting the insertion of HIV DNA into human 
hlfef. intcgrase enzyme. Inhibiting mtegrase from praforming this essential function limits the ability of the virus to replicate and 

J m A S  d e C , ™ n  w a s  b a s e d  o n  a  2 4 ~ w e e k  a n a l y s i s  o f  c l i n i c a l  t r i a l s  i n  w h i c h  i S S o n S  
toCD4^eHSt 5xpenenced Patients, provided significant reductions to HIV RNA viral load and increases 
. co?1!'5-1" February 2008, the Company announced 48 week data that demonstrated Jsentress to combination with other 

anti-HFV medicines, maintained significant HIV-I viral load suppression and increased CD4 cell counts'through 48 weeks of theraov 
antfmt^ Uh06 £°robmaf101? With anti-HIV medicines, in two Phase III studies of treatment-experienced patients failing 
mSnJs Bv^e^of mny .If theJfdies had HIV resistant to at least one drug in each of three classes of oral antiretroviral 
flhdraltriak oft fi2?Z' ̂  ffcine ̂ approved for use m the EU, Canada and Mexico. Merck is also conducting Phase HI 

fef en naive (Previously untreated) HIV population. Potent antiretroviral activity has been 
demonstrated withi no significant changes in serum lipids at week 48 and Jsentress was generally well tolerated in patient. The 
$4Umillion to 2007 ™ 8 * SUpplementaI flllng WIth FDA for the treatment-naive indication in 2008. Sales for Jsentress were 
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Primaxin, an antibiotic, Propecia for male pattern hair loss and lnvam for the treatment of selected moderate to severe infection in 
adults. 

The patent that provides U.S. market exclusivity for Trusopt and Cosopt expires in October 2008. After such time the 
Company expects significant declines in U.S. sales of these products. 

Proscar, Merck s urology product for the treatment of symptomatic benign prostate enlargement, lost market exclusivity in 
the United States in June 2006. Merck's U.S. sales of Proscar declined 76% in 2007 and 34% in 2006. The basic patent for Proscar 
also covers Propecia, however, Propecia is protected by additional patents which expire in October 2013. 

In April 2007, the FDA issued a non-approvable letter in response to the Company's NDA for Arcoxia (etoricoxib) for the 
symptomatic treatment of osteoarthritis. Arcoxia had been under review by the FDA as an investigational selective COX-2 inhibitor 
since the NDA was submitted in December 2003 for a 60 mg once-daily dose along with review of a separate related NDA for a 30 mg 
once-daily dose submitted in April 2004. In the non—approvable letter, the FDA indicated that Merck would need to provide additional 
data in support of the benefit-to-risk profile for the proposed doses of Arcoxia in order to gain approval. Merck continues to evaluate 
the options available with regard to a potential path forward in the United States. Arcoxia is currently available in 65 countries in 
Europe, Latin America, the Asia-Pacific region and Middle East/Northern Africa. Merck will continue to market Arcoxia outside the 
Umted States, where it has been approved for a broad range of indications, including osteoarthritis. 

In November 2007, Merck and GlaxoSmithKline ("GSK") announced that they had entered into an agreement for 
over—the—counter marketing rights for Mevacor (lovastatin). Mevacor is part of a class of cholesterol—reducing medicines known as 
'statins." The U.S. patent for Mevacor expired in 2001. In January 2008, Merck received a non-approvable letter from the FDA to its 
NDA seeking approval for over-the-counter Mevacor. The FDA indicated in its letter that it would require a revised label and 
additional data from Merck in order to gain marketing approval. As a consequence of the FDA's non-approvable letter, the Company 
terminated the agreement with GSK. 

Vaccines Segment Revenues 
Sales of the Vaccines segment were $3.8 billion m 2007, $1.7 billion in 2006 and $984.2 million in 2005. The increases in 

2007 and 2006 are the result of new product launches in the latter part of2006 and the continued success of in-line vaccines. The 
following discussion of vaccines includes total vaccines sales, of which the vast majority are included in the Vaccines segment and the 
remainder, representing certain sales of vaccines by non-U.S. subsidiaries, are managed by and included in the Pharmaceutical 
segment. These amounts do not reflect sales of vaccines sold in most major European markets through Sanofi Pasteur MSD ("SPMSD") 
the Company's joint venture with Sanofi Pasteur, the results of which are reflected m Equity income from affiliates. 

Total vaccine sales as recorded by Merck in 2007 (including the $3.8 billion reflected in the Vaccines segment and the 
$440.6 million reflected in the Pharmaceutical segment) were $4.3 billion compared with $ 1.9 billion in 2006 and $ 1.1 billion in 2005. 
Growth in vaccines was led by Gardasil, as well as by the strong performance of Varivax, RotaTeq and Zostavax. 

Total sales as recorded by Merck for Gardasil were $1.5 billion in 2007, which included initial purchases by many states 
tough the U.S. Centers for Disease Control and Prevention ("CDC") Vaccines for Children program, compared with $234.8 million in 
2006. Gardasil was approved by the FDA in June 2006 and is the only approved vaccine in the United States to help prevent cervical 
cancer, pre-cancerous and low-grade lesions, vulvar and vaginal pre-cancers, and genital warts caused by HPV types 6,11,16 and 18. 
Gardasil was approved for use in the EU in September 2006. Gardasil is a three dose, intra muscular vaccine given over six months, 
approved for 9- to 26—year—old girls and women. By the end of2007, Gardasil was approved in 93 countries, many under fast—track or 
expedited review, with launches under way in 76 of those countries. TTie vaccine remains under review in approximately 40 other 
countries and territories. The Company is a party to certain third party license agreements with respect to Gardasil (including a 
cross—license and settlement agreement with GSK). AS a result of these agreements, the Company pays royalties on worldwide 
Gardasil sales of approximately 24% to 26% in the aggregate, which are included in Materials and production costs. 
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r"ArrP^ CPf ^P^ to unanimous recommendation of its Advisoiy Committee on Practices 

SS#̂ SSpS«SrBSSS 
protection). FDA actum on both the vaginal and vulvar cancer sBLA and the cross protection sBLA is expected in thS^quSer of 

n A i •"" Nove™Jer 20°7>the Company presented data at the International Papillomavirus Conference about the efficacv of 

..w, „ "26 ̂ °f *!t "J«* <>•«—> •>»•»«««. 

RntnTpn reA.£HCS^tr«i^f- 0,6 Cjmpany annoHDced that fte Prescribing information for RotaTeq now includes data showing that KotaTeq reduced hospitalizations and emergency department visits caused by the G9P1AF81 rotavirus serotvne hv inn®/ (-7*™ JLM 

ssSfflssaESEssEEsaswr 

aSSffiaesES5 

?â jB£tsssi«ffirrSS 
vaccine, lASSSffi!^ 
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and two lots of its combination Haemophilus influenzae type B/ hepatitis B vaccine, Comvax [Haemophilus b Conjugate 

(Memngococca! Protem Conjugate) and Hepatitis B (Recombinant) vaccine]. The recall was specific to these 13 lots and did not affect 

any other vaccines manufactured by Merck. Merck conducted the recall because it could not assure sterility of these specific vaccine 

lots. The potential contamination of these specific lots was identified as part of the CompanySSevaSatioToftoln^iSrinn 

processes. Stenlity tests of the vaccine lots that are the subject of this recall have not found any contamination in the vaccine The 

efficacy of the vaccine was not affected. Costs associated with the recall were not significant conlammanon m vaccme"The 

on OctoheM ^if^u8 °^erS f?r Pediatric ^ adult vial formulations of Vaqta, a vaccine against hepatitis A, 
.1 '  A ^  ̂ - 2 ? '  • ®s'Merck Wl11 contmue t0 accept orders for the adult formulation of Vaqta in ore-filled svrinees 

I? Sh?"5 s,tu2tI0n '.s toe result of manufacturing changes which require regulatory review and approval prior to 

MSSSTdKE States rtS1?8 ges the availabiIity of both ^ formulatfons ofVaqta 
MOR Th?»A,it ' ?£ C?m.pan.y,ex.Pects ^ Petoatnc formulation of Vaqta will be available again early in third 

Sta^the wSi? nfA-c T If n 39 A m vil- ,s exPec,ed to be available again in fourth quarter 2008. Outside of the United 
° situation will vary depending on inventory levels and the regulatory requirements in each market This 

$ m 5 ̂ on°ta 2007y ^lmP8Ct ^ ^ °f ^ available 0,1 market SaIes of Vaqta recorded by Merck were 

Costs, Expenses and Other 

(S in millions) 

Marketing and administrative 
Research and development 
Restructuring costs 
Equity income from affiliates . „ 
U.S. Vtoxx Settlement Agreement charge 
Other (ineomejexpense, net 

100% Or greater. 

2007 Change 2006 Change 

S 6,140.7 
7.556.7 
4.882.8 

327.1 
(2,976-5) 
4,850.0 

46.2 

2% 
—% 
2% 
* 

30% 

$ 6,001.1 
8,165.4 
4,782.9 

142.3. 
(2394.4) 

" (382.7) 

17% 
14% 
24% 

*6% 
34% 

* 

$ 20,827.0 27% $ 16,414.6 12% 

2005 

$ 5,149.6 
7,155.5 
3348.0 

322.2 
(1,717.1) 

(1103) 

$ 14,648.0 

Materials and Production 
lower p™d"cti.on costs increased primarily due to an increase in sales. This increase was partially offset by 
°  ® . a . !  .  .  t o  t o e  g l o b a l  r e s t r u c t u r i n g  p r o g r a m .  I n  2 0 0 7 ,  $ 4 8 3 . 1  m i l l i o n  o f  r e s t r u c t u r i n g  c o s t s  c o m p r i s e d  o f  $ 4 6 0  6  m i l l i o n  o f  

$22 8SS0Clat! J*1 e p'almeds?1! or cl°sure of certain of the Company's manufacturing facilities and 

if? J 'mpa!,'?.fn ,C ^CS wf® recorded compared with $736.4 million in 2006 representing $707.3 million of accelerated depreciation and $29. million of asset impairments. (See Note 3 to the consolidated financial statements) The impact from 

inflation on materials and production costs in 2007 was not significant. 1 ne mpacI rrom 

, , , ^J"?006' to®1®"?!? Productioncosts increased 17% compared with a 3% increase in sales primarily reflecting higher 
global restructunng costs. Materials and production costs in 2006 also included stock option expense of $23.8 million, as a result of the 
adoption of Financial Accounting Standards Board ("FASB") Statement No. 123R, ShL-Based Payment ("FAS SlTHsfe Note 12 

inflation" fmanclal statements). Additionally, matenals and production costs for 2006 included a 1% unfavorable impact from 

. .  „ „ ,  G r o s s  m a r g i n  w a s  7 4  6 %  i n  2 0 0 7  c o m p a r e d  w i t h  7 3 . 5 %  i n  2 0 0 6  a n d  7 6 . 6 %  i n  2 0 0 5 .  T h e  r e s t r u c t u r i n g  c h a r g e s  n o t e d  a b o v e  
had an imfavorable impact of 2.0 percentage points in 2007,3.3 percentage points in 2006 and 0.8 percentage points in 2005. Gross 
margin in 2007 reflects a slight unfavorable impact from changes in product mix and the positive impact of manufacturing efficiencies 

lonZSaS WV2°0r06Ie U"PaCt °f ChangeS in Pr0dUCt m"'including the decline in ̂  sal« as a result of the' 
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Marketing and Administrative 
In 2007, marketing and administrative expenses declined 7% compared with 2006 including a 2% unfavorable effect from 

foreign exchange and a 2% unfavorable effect from inflation. Marketing and administrative expenses in 2007 reflect the necessary 
support for new and anticipated product launches. Marketing and administrative expenses in 2007 and 2006 included $280 million and 
$673 million, respectively, of additional reserves solely for future Vioxx legal defense costs. In addition, marketing and administrative 
expenses for 2007 included a $455 million gain from an insurance arbitration award related to Vioxx product liability litigation 
coverage. (See Note 10 to the consolidated financial statements for more information on Ftoxx-related matters). Marketing and 
administrative expenses in 2006 also reflected a $48 million charge for Fosamax legal defense costs. 

In 2006, marketing and administrative expenses increased 14%, including a 3% unfavorable effect from inflation. Marketing 
and administrative expenses reflected $721 million of additional reserves for Vioxx and Fosamax legal defense costs, expenses 
associated with the launches of three new vaccines and Januvia in the United States, as well as stock option expense of $143.7 million. 

Research and Development 
Research and development expenses increased 2% in 2007 and 24% in 2006 including unfavorable effects from inflation of 

2% in both 2007 and 2006. Research and development expenses in 2007 also reflected significant growth in the number of compounds 
entering clinical trials from internal projects as well as integration of late stage acquisitions. Research and development expenses in 
2007 included $325.1 million of acquired research expense related to the NovaCardia acquisition and a $75 million initial milestone 
payment associated with the licensing of deforolimus (MK-8669), a Phase III compound the Company is developing with ARIAD 
Pharmaceuticals, Inc. ("ARIAD"). In 2006, research and development expenses included $466.2 million of acquired research related to 
the acquisition of Sima, as well as $296.3 million of acquired research associated with the GlycoFi acquisition. In addition, research 
and development expenses for 2006 reflected accelerated depreciation costs of $56.5 million related to the closure of research facilities 
in connection with the global restructuring program. 

During 2007, the Company continued the advancement of drag candidates through the pipeline, including the FDA approvals 
for Jamtmet and Isentress. The Company's research pipeline chart is included in Item 1. "Business — Research and Development" 
above. 

In addition, on January 25,2008, the FDA approved Emend (fosaprepitant dimeglumine) for Injection, 115mg, for the 
prevention of CINV. Emend for Injection provides a new option for day one oral Emend (125 mg) as part of the recommended 
three-day regimen that delivers five days of protection from nausea and vomiting. Prior to the FDA decision, the EU on January 11, 
2008 granted marketing approval for Emend for Injection, known as IVEmend in the EU, an action that applies to all 27 EU member 
countries as well as Norway and Iceland. 

In August 2007, the FDA accepted for standard review the NDA for Cordaptive (the proposed trademark for MK-0524A, 
ER niaciiyiaropiprant). Cordaptive is an investigational compound containing Merck's own ER niacin and laropiprant, a novel flushing 
pathway inhibitor designed to reduce flushing often associated with niacin treatment Niacin is widely recognized as an effective 
lipid-modifying therapy; however, treatment has been limited as a result of the flushing side effect. Data included in the application 
support the proposed use of Cordaptive, either alone or with a statin, as adjunctive therapy to diet fof the treatment of elevated 
low-density lipoprotein cholesterol ("LDL-C" or "bad" cholesterol), low high-density lipoprotein cholesterol ("HDL-C" or "good" 
cholesterol) and elevated triglyceride levels. All are conditions associated with increased risk of heart disease. 

In September 2007, the Company announced Phase III clinical study results in which Cordaptive reduced LDL-C levels, 
increased HDL-C levels and reduced triglyceride levels compared to placebo. Patients treated with Cordaptive also reported 
significantly less flushing compared to those patients treated with ER niacin alone. Cordaptive was administered as 1- and 2- gram 
doses alone or added to ongoing statin therapy in patients with dyslipidemia. Across weeks 12 to 24 of the study, 2 grams (two 1-gram 
tablets) of Cordaptive produced significant percent changes from baseline in LDL-C levels (-18%), HDL-C levels (20%) and 
triglyceride levels (-26%) relative to placebo. In addition, patients treated with Cordaptive reported significantly less flushing both at 
the initiation of therapy and during maintenance therapy, compared to patients on ER niacin alone. Merck anticipates IDA action in 
April 2008. The Company is also moving forward with tilings in countries outside the United States. 
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.. J^e Company currently has seven drug candidates in Phase III development and anticipates making NDA filings with 
respect to two of the candidates in 2008: B 

MK-0524B is a drug candidate that combines the novel approach to raising HDL-C and lowering triglycerides from ER 

niacin combined with laropiprant with the proven benefits of simvastatin in one combination product. In November 2007, the Company 

presmted results of a study at the American Heart Association 2007 Scientific Sessions which demonstrate ER niacin/laropiprant 

^ slg?Hflca?t additive effects on r®ducing LDL-C, increasing HDL-C and reducing 

i ™ i lT\ j ? study with patients with primary hypercholesterolemia or mixed dyslipidemia. In the study 2 g (two 

I-gram tabtos) of Conkptrve*coactaimstered with simvastatin (pooled across 20 mg or 40 mg doses) reduced LDL-C by 48% 

w y A' tn^yJ:Tde levels by 33% folIowing I2 ̂ eks of treatment The primary study endpoint was 

5 ?' seco1?ry fndpomts included increased HDL-C, triglyceride reduction and effects on other lipoproteins. A 1 g 

g of Merck developed ER niacin and 20 mg of laropiprant, a novel flushing pathway inhibitor that is 

designed to reduce the flushing associated with niacin. The Company plans to file MK-0524B with the FDA in 2008. 

c h . -  h ^ l ~ ° 3 ^ T P a b a n t ' ,  ' S  ' n v ^ t i g a t ' o n a l  h i g h l y  s e l e c t i v e  c a n n a b i n o i d - 1  r e c e p t o r  i n v e r s e  a g o n i s t  t h a t  i n  e a r l y  c l i n i c a l  

studies has demonstrated dose-related weight loss versus placebo. Taranabant was generally well-tolerated, however, as reported with 

another cannabinoid-1 receptor inverse agomst, some dose-dependent psychiatric adverse events were observed. The Comnanv 

previously announced the initiation of a targeted Phase III program in 2006. Merck anticipates filing an NDA in 2008. 

. MK-0974, an investigational oral calcitonin gene-related peptide receptor antagonist, utilizes a new mechanism for the 

treatment of migraines that has demonstrated efficacy at least comparable to triptans in early clinical studies. In June 2007, clinical 

wi^oiT 3 ^Se !f Study wer? ^nted for the first time at the American Headache Society annual meeting which showed that 

^^rc^nQ7aan!!yo '"'Provedmi^f'nf P«n relief two hours after dosing compared to placebo, and the relief was sustained through 

24 hours. MK 0974 was generally well tolerated in the study. In addition to the measure of migraine pain, MK-0974 provided relief of 

5 symptoms including nausea and sensitivity to light and sound, and improved functional disability two hours post dose, as well as reduced patiente need for rescue medication. The drug candidate entered Phase III development during 2007 The 

Company anticipates filing the NDA for MK-0974 in 2009. p "8 ne 

, . . MV74'8, mlofylline is a Phase III investigational drug being evaluated for the treatment of acute heart failure. Phase III 

pilot study preliminary results indicated that rolofylline was generally well tolerated and that treatment resulted in a greater proportion 

of patients with improved dyspnea, fewer patients with worsening heart failure and greater weight loss compared to placebo These 

®ch'eved while preserving renal function compared to progressive worsening of renal function in patients treated with 

in 2009 acquired the drug candidate as part of the 2007 acquisition of NovaCardia and anticipates filing an NDA with the FDA 

_ MK-8669, deforolimus, is a novel mTOR (mammalian target of rapamycin) inhibitor being evaluated for the treatment of 

cancer. The drug candidate is being jointly developed and commercialized with ARIAD under an agreement reached in mid-2007 (as 

discussed below). The Company anticipates filing an NDA for a metastatic sarcoma indication in 2010. 

A novel investigational hepatitis B vaccine, V270, currently is being evaluated in a Phase III clinical trial in adults and in 

patients undergoing dialysis treatment. Merck is jointly developing V270 with Dynavax Technologies Coiporation ("Dynavax") under 

an agreement reached in late 2007 (as discussed below). Merck anticipates filing an NDA in 2010 for adults. 

, MK-0822 odanacatib, is an investigational highly selective inhibitor of the cathepsin K enzyme, which is being evaluated 

for the treatment of osteoporosis. The cathepsm K enzyme is believed to play a role in both osteoclastic bone resorption and in 

2 the protein component of bone. The inhibition of the cathepsin K enzyme by the investigational compound odanacatib is a 

mechanism of action different from that of currently approved treatments such as bisphosphonates. In September 2007, twelve month 

results from a Phase JIB study with odanacatib demonstrated dose-dependent increases in bone mineral density ("BMD") at key 

fracture sites, and reduced bone turnover compared to placebo in postmenopausal women with low BMD when given at doses of 10, 
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25 or 50 mg. These foldings were presented at the 29th Annual Meeting of the American Society for Bone and Mineral Research. BMD 
reflects the amount of mineralized bone tissue in a certain volume of bone, and coirelates with the strength of bones and with their 
resistance to fracture. A BMD test is used to measure bone density and to help determine fracture risk. The Phase HI program began in 
mid-2007. Merck anticipates filing an NDA with the FDA in 2012. 

XIir Additionally, in December 2007, the Company announced it plans to initiate a sequenced Phase III program in 2008 for 
MK-0859, anacetrapib, its investigational selective cholesteryl ester transfer protein ("CETP") inhibitor, to obtain additional clinical 
experience in patients before initiating an outcomes study. In October 2007, the Company presented results from a Phase lib study 
demonstrating that MK-0859 significantly reduced LDL-C and Apolipoprotein B and increased HDL-C and Apolipoprotein A-l both 
as monotherapy and in combination with atorvastatin 20 mg compared to placebo in patients with dyslipidemia. Anacetrapib produced 
these positive effects on hpids with no observed blood pressure changes. CETP inhibitors work by inhibiting CETP, a plasma protein 
that facilitates the transport of cholesteryl esters and triglycerides between the lipoproteins. 

In March 2007, Merck and H. Lundbeck A/S ("Lundbeek") announced the discontinuation of their joint development 
program for gaboxadol, an investigational new medicine for the treatment of insomnia that was in Phase in development Data from 
completed corneal studies suggested that the overall clinical profile for gaboxadol in insomnia does not support further development As 
a result of this information, Merck and Lundbeck will not file an NDA for gaboxadol for the treatment of insomnia with the FDA or 
other regulatory agencies worldwide, and have terminated ongoing clinical studies. 

^ September 2007, Merck announced that vaccination in a Phase II clinical trial of the Company's investigational HIV 
vaccine (V520) was discontinued because the vaccine was not effective. The trial, called STEP, was co-sponsored by Merck the 
National Institutes of Health's National Institute of Allergies and Infectious Diseases ("NIAID") and the HIV Vaccine Trials Network. 
The independent Data Safety Monitoring Board ("DSMB") for STEP recommended discontinuation because the STEP trial would not 
meet its efficacy endpoints. In October 2007, the NIAID announced that a separate DSMB for a second clinical trial being conducted in 
South Africa of the same vaccine candidate recommended that vaccination and enrollment in the South Africa trial be permanently 
discontinued. The South Africa DSMB also recommended that volunteers in that trial be told whether they received the vaccine or 
placebo, be strongly encouraged to return to study sites for protocol-related tests, and be counseled about foe possibility that those who 
received foe vaccine might have an increased susceptibility to HIV infections. Detailed analyses of foe available data are being 
conducted, including analyses to better understand if there may be an increased susceptibility to HIV infection among those volunteers 
who received the vaccine. The vaccine itself does not cause HTV infection. 

In August 2006, Merck and Gilead Sciences, Inc. ("Gilead") established an agreement for the distribution of Atripla in 
developing countries around foe world. Atripla contains 600 mg of efavirenz, a non-nucleoside reverse transcriptase inhibitor, 200 mg 
of emtncitabme and 300 mg of tenofovir disoproxil fumarate, both nucleoside reverse transcriptase inhibitors. Efavirenz is marketed by 
Merck under foe tradename Stocrin in all territories outside of foe United States, Canada and certain European countries (where it is 
commercialized by Bristol Myers Squibb under the tradename Sustiva). Emtricitabine and tenofovir disoproxil fiimarat^ QJC 
commercialized by Gilead under the tradenames Emtriva and Viread, respectively. Atripla was approved in the EU in 2007. 

Merck continues to remain focused on augmenting its internal efforts by capitalizing on growth opportunities, ranging from 
targeted acquisitions to research collaborations, preclinical and clinical compounds and technology transactions that will drive both 
neat- and long-term growth. The Company completed 55 transactions in 2007 across a broad range of therapeutic categories, as well as 
early-stage technology transactions. Merck is currently evaluating other opportunities, and is actively monitoring the landscape for a 
range of targeted acquisitions that meet foe Company's strategic criteria. Highlights from these activities for foe year include: 

In July 2007, Merck and ARIAD announced that they had entered into a global collaboration to jointly develop and 
commercialize deforolimus (MK-8669), ARIAD's novel mTOR inhibitor, for use in cancer. Each party will fiind 50% of foe cost of 
global development of MK-8669, except that Merck will fond 100% of foe cost of ex-U.S. development that is specific to foe 
development or commercialization of MK-8669 outside foe U.S. that is 
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global development plan. The agreement provided for an initial payment of $75 million to ARIAD, which the 
development exPense> up to $^52 million more in milestone payments to ARIAD based on the 

successful development of MK-8669 in multiple cancer indications (including $13.5 million paid for the initiation of the Phase III 
^dditSnil'«MO Mr ° s^^?as an<}i?114"5 mil'ioP l°be for the initiation of other Phase n and Phase in clinical trials) up to 

I 00 bfed on ?f s'gmficant sales thresholds, at least $200 million in estimated contributions by 
nortSi nf^R?irr«e^Pme r I* u million m interest-bearing repayable development-cost advances from Merck to cover a 
portion of ARIAD s share ofglobal-development costs (after ARIAD has paid $150 million in global development costs') and potential 

u°m Pr°f't"shai?,g m U-S. or royalties paid by Merck outside the U.S. hi the U.S., ARIAD will distributeand 
ARIAD and Merck will co-promote and will each receive 50% of the income from such 

enl^market sales tf M^69 £' pr°m0te MK_8669; Merck wil1 P"* AWAD tiered double-digit royalties on 

In September 2007, Merck completed the acquisition of NovaCardia, a privately held clinical-stage comnanv 
focused on cardiovascular disease. This acquisition added rolofylline (MK-7418),NovaCardia's investiSMfpSlI c^nZd^ 
for acute heart feihrre to Merck's pipeline. Merck acquired all of the outstanding^* of CaST a totaK^se pS 
Qha^ a1?vl10"v 8 £ v. i. ? 0 Cat*J30(1 inv^tments on hand at closing), which was paid through the issuance of 7 J milimn 

°H , fonn« NovaCardia shareholders based on Merck's average closing stock price for the five days 
prior to closing ofThe acquisition. In connection with the acquisition, the Company recorded a charge of $325 1 million for acauired 

HAVAIAA vi™N,T™b|er 200l: ^erck, ind Uyp3^3* announced a global license and development collaboration agreement to jointly 
develop V270, a novel investigational hepatitis B vaccine, which is currently being evaluated in a multi-center Phase III clinical trial 
i£nd fi£8 a .m Patlents on dialysis. Under the terms of the agreement, Merck receives worldwide exclusive rights to V270 will 
Wfiteiraixmc development, and be responsible for commercialization. Dynavax received an initial payment of $31.5 million' 
md Mi«em ?I^fany re ed 35 j®feaT'ih and development expense, and will be eligible to receive up to $105 milimn in development 
and sales milestone payments, and double-digit tiered royalties on global sales of V270. ueveiopment 

November 2007, Merck and GTx, Inc. ("GTx") announced that they had entered into an agreement providing for a 
research and development and global strategic collaboration for selective androgen receptor modulators ("SARMs") a new class of 
drugs with the Potential to treat age-related muscle loss (sarcopenia) as well as other musculoskeletal conditions. This collaboration 
'°c"des GTx s lead SARM candidate, Ostarine (MK-2866), which is currently being evaluated in a Phase II clinical trial for the 
treatment of muscle loss in patients with cancer, and establishes a broad SARM collaboration under which GTx and Merck will pool 
their programs and partner to discover, develop, and commercialize current as well as future SARM molecules. As part of this global 
agreement, Merck will be responsible for all future costs associated with ongoing development and, if approved commercialization of 
SSTne "h investigational SARMs resulting from the collaboration. Under the terms of the collaboration agreement and related 
frnn ?' agr?«ment, GTxand Merck will combine their respective SARM research programs. GTx received an upfront payment 
of $40 million, which was recorcted by Merck as Research and development expense, and will also receive $ 15 million in research^ 
GTxSSmrir' if^ yearS Of ,he co'Iaboration-ln addition, Merck made an investment of $30 million in 

- GTX,W1'1 also be eligible to receive up to $422 million in future milestone payments associated with the 
development and approval of a drug candidate if multiple indications receive regulatory approval. Additional ™ii-etAn»c mav be 
wS^drproducTrt^f aPPr°Va' °f ̂  CO"aboraUon ^ candldat- GT^^--ve royalties o'^resuZg 

ti The Company maintains a number of long-term exploratory and fundamental research programs in biologv and chemistrv as 
well as research programs directed toward product development. Merck's research and development model is designed to increase 
Privity and improve the probability of success by prioritizing the Company's research and development resources on disease areas 
such as atherosc erosis, hypertension, diabetes and obesity, novel vaccines; neurodegenerative and psychiatric diseases and targeted 
oncology therapies. The Company will also make focused investments in other areas8of im AmTmeSctS^n SR the 
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Share-Based Compensation 
r„n„. 2006' ̂  Company adopted FAS 123R (see Note 12 to the consolidated financial statements! FAS 12tR 

SSnmt taSflSSf^RSSE1 ™ S^&SSX. 
period of 2.0 years. For segment reporting, share-based compensation costs are unallocated«c^s?s ^ g 

Restructuring Costs 

2006 and 5?™°$ a°^ S^^million for 2007,2006 and 2005, respectively. In 2007, 

Equity Income from Affiliates 

U.S. Vioxx Settlement Agreement Charge wmmt&mwm'-
Other (Income) Expense, Net 

®^̂ S33SSSSSSSSeS?" 
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interest income generated from the Company's investment portfolio derived from higher interest rates and higher average investment 
portfolio balances. 

Segment Profits 

($ in millions) 2007 2006 2005 

Pharmaceutical segment profits 7 ~ 7 77 7$ Ujmj $ 13^49.4 _£ 13,157.9 
" 2,605.0 892.8 .. 767.0 

Other segment profits _ 452.7 38JL7 355L5 
UUler (13,763.7) (8,701.5) (6,916.5) 

Inoome before income taxes .3,370J ~ $ 6,221.4 S -7,363.9 

Segment profits are composed of segment revenues less certain elements of materials and production costs and operating 
expenses, including components of equity income (loss) from affiliates and depreciation and amortization expenses For internal 
management reporting presented to the chief operating decision maker, the Company does not allocate the vast majority of indirect 
production costs, research and development expenses and general and administrative expenses, as well as the cost of financing these 
activities. Separate divisions maintain responsibility for monitoring and managing these costs, including depreciation related to fixed 
assets utilized by these divisions and, therefore, they are not included in segment profits. Also excluded from the determination of 
segment profits are the U.S. Vioxx Settlement Agreement charge, taxes paid at the joint venture level and a portion of equity income. 
Additionally, segment profits do not reflect other expenses from corporate and manufacturing cost centers and other miscellaneous 
income (expense). These unallocated items are reflected in "Other" in the above table. Also included in other are miscellaneous 
corporate profits, operating profits related to divested products or businesses, other supply sales and adjustments to eliminate the effect 
of double counting certain items of income and expense. 

Pharmaceutical segment profits increased 3% in 2007 and 4% in 2006 reflecting higher equity income primarily driven by 
foe strong performance of foe Merck/Schering-Plough partnership, partially offset by foe loss of U.S. market exclusivity for Zocor and 
Proscar. 

i Y^eS segment profits nearly tripled in 2007 and grew 16% in 2006 driven by the launch of three new vaccines in foe 
latter part of 2006 and the successful performance of Varivax. Vaccines segment profits also reflect equity income from SPMSD. 

Taxes on Income 
_ TheCompany's effective income tax rate was 2.8% in 2007,28.7% in 2006 and 37.1 % in 2005. The 2007 effective tax rate 

reflects foe reduction of domestic pretax income primarily resulting from the U.S. Vioxx Settlement Agreement charge and foe related 
change m mix of domestic and foreign pretax income The higher effective tax rate in 2005 reflects an unfavorable impact of 
9.1 percentage points primarily related to foe Company's decision to repatriate $15.9 billion of foreign earnings in accordance with foe 
American Jobs Creation Act of 2004 ("AJCA"). 

Net Income and Earnings per Share 

($ in millions except per share amounts) 2007 Change 2006 rhangff 2005 

Net income $ 3,275 4 '6% $ 4,433.8 . "% $ 4,631.3 
As a % of sales 13 5% 19.6% 21.0% 
As a % of average total assets 7j)% 10.6% 

Earnings per common share assuming dilution $ 1.49 '7% $ 2.03 "% $ 2 10 

Net Income and Earnings per Common Share 
Net income decreased 26% in 2007 and declined 4% in 2006. Earnings per common share assuming dilution declined 27% in 

2007 compared to a decline of 3% m 2006. The declines in 2007 reflect foe impact of the U.S. Vioxx Settlement Agreement charge and 
civil governmental investigations charge, partially offset by lower reserves for legal defense costs, a gain from an insurance arbitration 
award related to Vioxx product liability 
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Singulair aid Januvia, as well as higher equity iM^^om^ffilktes.™et^com^and EPS 

Selected Joint Venture and Affiliate Information 

Merck/Schering-Plough Partnership 

agents, was launched in the United States as Zetia (marketed as Ezetrol oa^& ît̂  ŝ ^h^M T^nW l̂T6'01^  ̂

 ̂ s'SS^-SSjSStSS IKrSSSSS £S£i°'to""'T »"!»'»'~'™i 

generally shared equally by the Partners, after adjusting for earned milestones research and development expenses are 

Sales of joint venture products were as follows: 

($ m millions) 
2007 2006 2005 

Vytorin 
Zetia s 2,779.1 $ 1,955.3 $ 1,0283 

2,407.1 1,928.8 1 396.7 

S 5,1863 S 3384.1' $ 2,425.0 
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submitted an abstract on the ENHANCE trial for presentation at the American College of Cardiology meeting in March 2008 and was 
notified of its acceptance by the College. ENHANCE was a surrogate endpoint trial conducted in 720 patients with Heterozygous 
Familial Hypercholesterolemia, a rare condition that affects approximately 0.2% of the population. All analyses were conducted in 
accordance with the original statistical analysis plan. The primary endpoint was the mean change in the intima-media thickness 
measured at three sites in the carotid arteries (the right and left common carotid, internal carotid and carotid bulb) between patients 
treated with ezetimibe/simvastatin 10/80 mg versus patients treated with simvastatin 80 mg alone over a two year period. There was no 
statistically significant difference between treatment groups on the primary endpoint. There was also no statistically significant 
difference between the treatment groups for each of fee components of fee primary endpoint, including fee common carotid artery. Key 
secondary imaging endpoints showed no statistical difference between treatment groups. The overall incidence rates of 
treatment-related adverse events, serious adverse events or adverse events leading to discontinuation were generally similar between 
treatment groups. Both medicines were generally well tolerated. Overall, fee safety profiles of ezetimibe/simvastatin and simvastatin 
alone were similar and generally consistent wife their product labels. In the trial, there was a significant difference in low-density 
lipoprotein ("LDL") cholesterol lowering seen between fee treatment groups — 58% LDL cholesterol lowering at 24 months on 
ezetimibe/simvastatin as compared to 41% at 24 months on simvastatin alone. This surrogate endpoint study was not powered nor 
designed to assess cardiovascular clinical event outcomes. The MSP Partnership is currently conducting the IMPROVE-IT trial, a large 
clinical cardiovascular outcomes trial comparing Vytorin (ezetimibe/simvastatin) and simvastatin and including more than 
10,000 patients. Vytorin contains two medicines: ezetimibe and simvastatin. Vytorin has not been shown to reduce heart attacks or 
strokes more than simvastatin alone. 

During December 2007 and through February 26,2008, the Company and its joint-venture partner, Schering-Plough, 
received several joint letters from the House Committee on Energy and Commerce and fee House Subcommittee on Oversight and 
Investigations, and one letter from fee Senate Finance Committee, collectively seeking a combination of witness interviews, documents 
and information on a variety of issues related to fee ENHANCE clinical trial, the sale and promotion of Vytorin, as well as sales of 
stock by corporate officers. On January 25,2008, fee companies and fee MSP Partnership each received two subpoenas from fee New 
York State Attorney General's Office seeking similar information and documents. Merck and Schering-Plough have also each received 
a letter from fee Office of the Connecticut Attorney General dated February 1,2008, requesting documents related to fee marketing and 
sale of Vytorin and Zetia and the timing of disclosures of tire results of ENHANCE. The Company is cooperating wife these 
investigations and working with Schering-Plough to respond to fee inquiries. In addition, since mid-January 2008, fee Company has 
become aware of or been served wife approximately 85 civil class action lawsuits alleging common law and state consumer fraud 
claims in connection wife fee MSP Partnership's sale and promotion of Vytorin and Zetia. 

The Company has been closely monitoring sales of Vytorin and Zetia following fee release of fee ENHANCE clinical trial 
results in fee press release on January 14,2008. To date, sales of both products in fee U.S. have been below fee Company's prior 
expectations. In addition, wholesalers in the U.S. have moderated their purchases of both products to reduce their inventory levels. 

The respiratory therapeutic agreements provide for the joint development and marketing in the United States by the Partners 
of a once-daily, fixed-combination tablet containing fee active ingredients montelukast sodium and loratadine. Montelukast sodium, a 
leukotriene receptor antagonist, is sold by Merck as Singulair and loratadine, an antihistamine, is sold by Schering-Plough as Claritin, 
both of which are indicated for fee relief of symptoms of allergic rhini tis. In August 2007, fee Partners announced feat fee New Drug 
Application filing for montelukast sodium/loratadine had been accepted by the U.S. Food and Drug Administration for standard review. 
The Partners are seeking U.S. marketing approval of fee medicine for treatment of allergic rhinitis symptoms in patients who want relief 
from nasal congestion. The Company anticipates FDA action in fee second quarter of2008. 

The results from the Company's interest in fee MSP Partnership are recorded in Equity income from affiliates. Merck 
recognized equity income of $1,830.8 million in 2007, $1,218.6 million in 2006 and $570.4 million in 2005. 
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The financial statements of the MSP Partnership are included in Item 15. (aX2) "Financial Statement Schedules" below. 

AstraZeneca LP 
In 1982, the Company entered into an agreement with Astra AB ("Astra") to develop and market Astra products in the 

United States. In 1994, the Company and Astra formed an equally-owned joint venture that developed and marketed most of Astra's 
new prescription medicines in the United States including Prilosec, the first in a class of medications known as proton pump inhibitors, 
which slows the production of acid from the cells of the stomach lining. 

In 1998, the Company and Astra restructured the joint venture whereby the Company acquired Astra's interest in the joint 
venture, renamed KBI Inc. ("KBI"), and contributed KBI's operating assets to a new U.S. limited partnership named Astra 
Pharmaceuticals, L.P. (the "Partnership"), in which the Company maintains a limited partner interest. The Partnership, renamed 
AstraZeneca LP ("AZLP") upon Astra's 1999 merger with Zeneca Group Pic (the "AstraZeneca merger"), became the exclusive 
distributor of the products for which KBI retained rights. 

Merck earns ongoing revenue based on sales of current and future KBI products and such revenue was $1.7 billion, 
$1.8 billion and $1.7 billion in 2007,2006 and 2005, respectively, primarily relating to sales of Nexium, as well as Prilosec. In addition, 
Merck earns certain Partnership returns, which are recorded in Equity income from affiliates. Such returns include a priority return 
provided for in the Partnership Agreement, variable returns based, in part, upon sales of certain former Astra USA, Inc. products, and a 
preferential return representing Merck's share of undistributed AZLP GAAP earnings. These returns aggregated $820.1 million, 
$783.7 million and $833.5 million in 2007,2006 and 2005, respectively. The AstraZeneca merger triggers a partial redemption of 
Merck's limited partnership interest in 2008. Upon this redemption, AZLP will distribute to KBI an amount based primarily on a 
multiple of Merck's average annual variable returns derived from sales of the former Astra USA, Inc. products for the three years prior 
to the redemption (the "Limited Partner Share of Agreed Value"). 

In conjunction with the 1998 restructuring for a payment of $443.0 million, which was recorded as deferred income, Astra 
purchased an option (the "Asset Option") to buy Merck's interest in the KBI products, excluding the gastrointestinal medicines Nexium 
and Prilosec (the "Non-PPI Products"). The Asset Option is exercisable in the first half of 2010 at an exercise price equal to the net 
present value as of March 31,2008 of projected future pretax revenue to be received by the Company from the Non-PPI Products (the 
"Appraised Value"). Merck also had the right to require Astra to purchase such interest in 2008 at the Appraised Value. In February 
2008, the Company advised AZLP that it will not exercise the Asset Option. In addition, in 1998 the Company granted Astra an option 
to buy Merck's common stock interest in KBI, and, therefore, Merck's interest in Nexium and Prilosec, exercisable two years after 
Astra's purchase of Merck's interest in the Non-PPI Products. The exercise of this option by Astra is also provided for in the year 2017 
or if combined annual sales of the two products fall below a minimum amount provided, in each case, only so long as AstraZeneca's 
option in 2010 has been exercised. The exercise price is based on the net present value of estimated future net sales of Nexium and 
Prilosec as determined at the time of exercise, subject to certain true-up mechanisms. 

Also, as a result of the AstraZeneca merger, in exchange for Merck's relinquishment of rights to future Astra products with 
no existing or pending U.S. patents at the time of the merger, Astra paid $967.4 million (the "Advance Payment"), which is subject to a 
true-up calculation (the "True-Up Amount") in 2008 that may require repayment of all or a portion of this amount. The True-Up 
Amount is directly dependent on the fair market value in 2008 of the Astra product rights retained by the Company. Accordingly, 
recognition of this contingent income has been deferred until the realizable amount is determinable in 2008. In 2007, the Company 
reclassified this amount to Accrued and other current liabilities from non-current liabilities as this true-up calculation will occur before 
the end of the second quarter of 2008. 

The sum of the Limited Partner Share of Agreed Value, the Appraised Value and the True-Up Amount is guaranteed to be a 
minimum of $4.7 billion. Distribution of the Limited Partner Share of Agreed Value and payment of the True—Up Amount will occur in 
the first half of 2008 and such amounts are anticipated to represent a substantial portion of the $4.7 billion. These payments will result 
in a pretax gain estimated to be $2.1 billion to 
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S2J billion. AstraZeneca's purchase of Merck's interest in the Non-PPI Products is contingent upon the exercise of AstraZeneca's 
option in 2010 and, therefore, payment of the Appraised Value may or may not occur. 

Merial Limited 
In 1997, Merck andJRhdne—Poulenc S.A. (now Sanofi—Aventis S.A.) combined their animal health and poultry genetics 

businesses to form Merial Limited ("Merial"), a fully integrated animal health company, which is a stand-alone joint venture, equally 
owned by each party. Merial provides a comprehensive range of pharmaceuticals and vaccines to enhance the health, well-being and 
performance of a wide range of animal species. 

Sales of joint venture products were as follows: 

($ in millions) 

Fipronil products ... ~ ~. 
Biological products 
Avermectim products ' ~ 
Other products 

Sanofi Pasteur MSD 
In 1994, Merck and Pasteur Merieux Connaught (now Sanofi Pasteur S.A.) established a 50% owned joint venture to market 

vaccines in Europe and to collaborate in the development of combination vaccines for distribution in Europe. 

In 2006, Merck launched three new vaccines that have been approved for use in the EU and are being marketed by SPMSD 
in certain Western European countries: Gardasil to help prevent cervical cancer, pre-cancerous and low-grade lesions, vulvar and 
vaginal pre-cancers, and genital warts caused by HPV types 6,11,16 and 18; RotaTeq to help protect against rotavirus gastroenteritis 
in infants and children; and Zostavax to help prevent shingles (herpes zoster) in individuals 60 years of age or older. 

Sales of joint venture products were as follows: 

($ in minions) 2007 2006 2005 

2007 2006 2005 

1,0335 "" i 886.9 -4 757.7 
674,9_ . .. 600.7 533.2 
478.4 468.7 4675 
262.2 238.4 228 6 

2,4485 $ 2,194.7 5 1 987 0 

Viral vaccines .. ~ I Jj; &&& $ 100.1 $ 78.5 
Hepattus vaccines . 72.9 70.9 81.1 
Gardasil _ 7 5 — 
Other vaccines " ' 802J 7359 705.5 

- S 1,4385 S 9119 $ 865.1 

Johnson & Johnson"Merck Consumer Pharmaceuticals Company 
In 1989, Merck formed a joint venture with Johnson & Johnson to develop and market a broad range of nonprescription 

medicines for U.S. consumers. This 50% owned joint venture was expanded in Europe in 1993 and into Canada in 1996. In 2004, 
Merck sold its 50% equity stake in its European joint venture to Johnson & Johnson. Merck will continue to benefit through royalties on 
certain products and also regained the rights to potential future products that switch from prescription to over-the-counter status in 
Europe. 

Sales of joint venture products were as follows: 

($ in millions) 2007 2006 2005 

Gastrointestinal products . $ 2185 $ 250.9 $ 2509 
Other products 1.2 2 5 

$ 219.7 S 252.6 $ 253.3 
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Capital Expenditures 

c, . 1,12007' $980 2 mil,ion in 2006 ̂  SI-4 billion in 2005. Expenditures in the United 
5~^_we^.S788-° ml'lionin 2007. $714.7 million m 2006 and $938.7 million in 2005. Expenditures during 2007 included 
„UA?O "H P/odu?tl?n facilities, $226.2 milium for research and development facilities, $9.3 million for environmental projects 

and $402.8 million for administrative, safety and general site projects, of which approximately 40% represents capital investments 
?1 6 billion ^lmtlat,ve t0 standardize ^ Company's information systems. Capital expenditures for 2008 are estimated to be 

». c u-..- D^cjation expense was $1.8 billion in 2007, $2.1 billion in 2006 and $1.5 billion in 2005, of which $1.4 billion 
$1.5 billion and $1.1 billion, respectively applied to locations in the United States. Total depreciation expense in 2007,2006'and 2005 
included accelerated depreciation of $460.6 million, $763.8 million and $84.6 million, respectively, associated with the global 
restructamg program. Additionally, depreciation expense for 2005 reflects $103.1 million associated with the closure of the Terlings 
Park basic research center (see Note 3 to the consolidated financial statements). 

Analysis of Liquidity and Capita] Resources 

Merck's strong financial profile enables the Company to fully fund research and development, focus on external alliances 
support m-une products and maximize upcoming launches while providing significant cash retains to shareholders. 

Selected Data 

(S in millions) 2007 2006 2005 

~ _ T : . ~ r - £ r  :  S A 3 S 1 %  S 7 - ® S - ? v  
Cash provided by operations to total deht j ?.i~ 1 £tl 0.9:1 

Cash provided by operating activities, which was $7.0 billion in 2007, $6.8 billion in 2006 and $7.6 billion in 2005 
continues to be the Company's primary source of funds to finance capital expenditures, treasury stock purchases and dividends paid to 
stockholders. At December 31,2007, the total of worldwide cash and investments was $15.4 billion, including $8.2 billion of cash, cash 
equivalents and short-term investments, and $7.2 billion of long-term investments. 

. . i i -  u , . , W o r k l j g  c a P , a l  l e v e l s  a r e  m o r e  t h a n  a d e q u a t e  t o  m e e t  t h e  o p e r a t i n g  r e q u i r e m e n t s  o f  t h e  C o m p a n y .  T h e  r a t i o s  o f  t o t a l  d e b t  t o  
£ eqmty and cash Provided by operations to total debt reflect the strength of the Company's operating cash flows and 
the ability of the Company to cover its contractual obligations. 

During 2006, the Company begnn shifting its mix of investments from short-term to long-term, resulting in a reduction of 
working capital in line with historical levels relative to the level at December 31,2005. In 2005, to enable execution of the AJCA 

upa?y c^f"gelltSAmr^40f invesiments fro® long-term to short-term, resulting in a significant increase in working 
capital as of December 31,2005. The AJCA created temporary incentives through December 31,2005 for U.S. multinational* to 
repatriate accumulated income earned outside of the United States as of December 31,2002. In connection with the AJCA the 

a'5 ?ublIll°"£"r!n8 2£?o*AsareSuli' d>e Company recorded an mcome tax charge of $766.5 million in Taxes on 
Income m 2005 related to this reparation, $ 185 million of which was paid in 2005 and the remainder of which was paid in the first 
quarter of 2006. As of December 31,2005, approximately $5.2 billion of the AJCA repatriation was invested in fully collateralized 
overnight repurchase agreements. In early 2006, the Company began reinvesting its repurchase agreement balances into other 
investments. 

• A .v D,?ring 2008'.dle Company anticipates that under the U.S. Vioxx Settlement Agreement, if participation conditions are met or 
waived, the Company will make payments of up to approximately $1.6 billion pursuant to the Settlement Agreement Also the 
Company anticipates making payments of approximately $671 million related to the resolution of investigations of civil dims bv 
fed5?'a"d sta'e au^°"t'es rf,adn8,0 ?®rtam Past marketing and selling activities. The Company will receive payments in the first half 
ot ZOOS for certain AZLP-related activities as 
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Tnfo^ation,' Distribution of such a.no.nts are anticipated to r^^sen, a 

a result of £ -tans forthe years 1993 to 2001. As 
(i) a tax refund of $165 million receivedSv foS b* 
approximately $360 million related to interest included in . ^ (u) a federal tax benefit of 
$2.3 billion in 2007. The impact for years subsequent to 2001 faHtems 8 ^ 0081 "^.Company of approximately 
payment although those yeaJs rcSntZCZtl S ofthe e*™i°n was included in the 
the Company's results of operations in 2007 as these n tod be^SS^S?0" M n0t ^ a material impact on 

Revenue AJIU^Sft oSotaSS SaS ^ 2004 ^ trained by the Canada 
certain intercompany pricing matters, which'result in addin^.i ranidS^TLd 8 of reassessment containing adjustments related to 
(U.S. dollars) plis interest of approxtoatdy «10.SSonfUS SI 6 biIlion 

adjustments for 1999relating to another,toer«~SgJftSS^55r^°7,,he^ Proposedadditional 
approximately $22 million (U S dollars') Dhis $7 i miti™ n TQ AHH » adjustments would increase Canadian tax due by 
adjustments for later years. The Company disagrees with tto positi^teke^totto CRA^nd'hr^81 ̂  CRA wil!propose similar 
Company intends to contest the assessment through the CRA^nll^n^L Jna ?K and believes they are without merit. The 
process, during 2007, the Company Sedcoltoerll to tw^Connection with *>e 3PPeals 
the other to the Quebec Ministry of Revenue representing a nnSnfS!!,? ̂  of which provided a guarantee to the CRA and 

h CoMobdated Balance Sheet and totaled approximately $14bfitaauStorTl2<MU Stor*8'* in0th,er established reserves for these matters While the resolution of theJ m„»Jo December 31,2007. The Company has previously 
management believes that resolution of these matters will not have a^tariaT^ff"5?" '1 ^ !gller OT ,ower 1,1311 fee reserves, 
However, an unfavorable resolution could have a material effect on th^ rw^ • 0,1 c?mPany s financial position or liquidity, 
which an adjustment is recordedor ta^sdue Company s results of operations or cash flows in the quarto? in 

connection wiuftoe2006^ob^Tto^penalhTi^fcu Mme" to movide^if ofProPosfe? 3 Penalty of $160 million (U.S. dollars) in 
with the penalty and feels it is inapplicable and that app4riarinfo?rS^rp^vid^on a'toel^aris,,Ccorr0USly 

ail appropriate remedies to avoid bavins thenenaTtvf.«ML anA A • p , * on ai??eIy basis- Company is pursuing 

and foreign m exaSo^S^ 2005 ^eraI !?COme tex retums. In addition, various stole 
from 1999, Italy and Japan from 2000 and the Unitod Kingd3from 2002 exanUna,lon * maJor ^jurisdictions include Germany 
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The Company's contractual obligations as of December 31,2007 are as follows: 

Payments Due by Period 

($ in millions) Total 2008 2009-2010 2011 -2012 Thereafter 

Purchase obligations :~X ~T16JL-' X -336.0 ". .. s~- . _ • $. 1Z6 $ . . 45J8 
Loans payable and current portion of long-term 

debt 1,823.6 . ..1,823,6 — — _ 
Long-term debt _ 3,4m . ' :'.'rX 120.7..' .' . 1! 4326' ~ 3,3626 
U.S. Vioxx SettlemenLAgreement (P. . .. . 4,850.0 . _ _ 1,600.0 . . _ 3,250.0 -

Civil governmental investigations resolution 671.0 671,0... - _ . ~.L J-.-l.ii -Ji 
Unrecognized tax benefits ® . ... . .. . ... . 50.Q___ .. 50.0 . - — _ 
Operating leases . .. 157.6 -43J. 1 62.6 . 34.9 17.0 

$ 12,244.7 $ 4,523.7 $ 3,810.6 $ 485.1 $ 3,425.3 

m 

Payments under the U.S. Vioxx Settlement Agreement are contingent upon participation conditions being met 
or waived. Also, the timing ofsuch payments may vary depending on the timing of the claims assessment 
process. 

As of December 31, 2007, the Company's Consolidated Balance Sheet reflects a liability for unrecognized tax 
benefits of S3.69 billion, including $50.0 million reflected as a current liability. Due to the high degree of 
uncertainty regarding the timing offuture cash outflows of liabilities for unrecognized tax benefits beyond 
one year, a reasonable estimate of the period of cash settlement for years beyond 2008 can not be made. 

Purchase obligations consist primarily of goods and services that are enforceable and legally binding and include obligations 
for minimum inventory contracts, research and development and advertising. Amounts reflected for research and development 
obligations do not include contingent milestone payments. Loans payable and current portion of long-term debt also reflects 
$331.7 million of long-dated notes that are subject to repayment at the option of the holders on an annual basis. Required funding 
obligations for 2008 relating to the Company's pension and other postretirement benefit plans are not expected to be material. 

In December 2004, the Company increased the capacity of its shelf registration statement filed with the Securities and 
Exchange Commission ("SEC") to issue debt securities by an additional $3.0 billion. In February 2005, the Company issued 
$ 1.0 billion of 4.75% ten-year notes under the shelf. In November 2006, the Company issued $500 million of 5.75% twenty-year notes 
and $250 million of 5.125% five-year notes under the shelf. The remaining capacity under the Company's shelf registration statement 
is approximately $2.0 billion. 

In April 2007, the Company extended the maturity date of its $1.5 billion, 5-year revolving credit facility from April 2011 to 
April 2012. The facility provides backup liquidity for the Company's commercial paper borrowing facility and is for general corporate 
purposes. The Company has not drawn funding from this facility. 

The Company's long-term credit ratings assigned by Moody's Investors Service and Standard & Poor's are Aa3 with a 
developing outlook and AA- with a stable outlook, respectively. These ratings continue to allow access to the capital markets and 
flexibility in obtaining funds on competitive terms. The Company continues to maintain a conservative financial profile. Total cash and 
investments of $15.4 billion exceeds the sum of loans payable and long-term debt of $5.7 billion. We place our rash and investments in 
instruments that meet high credit quality standards, as specified in our investment policy guidelines. These guidelines also limit the 
amount of credit exposure to any one issuer. Despite this strong financial profile, certain contingent events, if realized, which are 
discussed in Note 10 to the consolidated financial statements, could have a material adverse impact on the Company's liquidity and 
capital resources. The Company does not participate in any off-balance sheet arrangements involving unconsolidated subsidiaries that 
provide financing or potentially expose the Company to unrecorded financial obligations. 

In July 2002, the Board of Directors approved purchases over time of up to $10.0 billion of Merck shares. Total treasury 
stock purchased under this program in 2007 was $1.4 billion. As of December 31,2007, $5.1 billion remains under the 2002 stock 
repurchase authorization approved by the Merck Board of Directors. 
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Financial Instruments Market Risk Disclosures 
Foreign Currency Risk Management 

coawSS S^SarfMrtXS£SKSfiri,,> * *•?»<*»* 
support its long-term commitment to U.S. dolC-based re«wrrh and,w»u! sustaJn£f1 ^sh flows generated from foreign sources to 
diminished as a result of a strengthening dollar the Comnanv's ahiiitJ^wi,1*lment T? ̂ e extent die dollar value of cash flows is 
consistent level may be impaired. The Company has established revenue hT ? !aTbased strateg»c initiatives at a 

exchange to^ecrSte U J"f°r too*Tn chan«es in forei8° 
Japanese yen. To achieve this objective the Comnanv win foreign ourency denominated sales, primarily the euro and 
its planning cycle, ^1*^^ 316 e3^aeAt0 occur 

portion of sales hedged as it gets closet" tt Lne^ed ^te of l I'". ̂ er mb<£8« over time, increasing the 
The portion of sales hedged is based on assessing of cost-benefU^S transaction wi" occur 

exchange rate volatilities and correlations and the cost of hedoina in^M K ^ ! natural offrettmg exposures, revenue and 
of a portfolio of similarly denominated foreign currency-based sales tonsactfonl^Leh of ^nclPated sales are a specified component 
same manner. Merck manages its anticipated transaction pvnr,c„^ ^l^" n -.L °f which responds to the hedged risk in the 
the Company with a right, but hot an obligation to sell foreign currencies in cipency put options, which provide 
strengthens relative to the currency of the hedged anticinated^teTmralch^L^o. a predetermined price. If the U.S. dollar 
the expected future U.S. dollar cash flows of the hedged foreign ctirr^tLl^ef^ °®et dec|me'» 
value reduces to zero, but the Company benefits from the inJLcotnth= 1 ~°nversely,"tbe U.S. dollar weakens, the options' 
weaker U.S. dollar would result in a net benefit, ttem^fcetSSSof tte C^L™ vl,edf°re>gn currency cash flows. While a 
$38.7 million, respectively, from a unifonn 10% weaTning ofthe ̂  $69 5 million and 
determined using a foreign exchange ontion nririncy M r . cemoer *l»21)1)7 311(12006. The market value was 
principally rates constant. Because Merck 
m the market value of these options. The sensitivity measurement asaimcc thi/l? ^ dollar wdl y?eId the largest overall potential loss 

future at fixed exchange rates and economically ofTset the concern,• ~omPaay t0 buy and se'l foreign currencies in the 
cash flows derived from the net assets SS e*cha»8e °n the amount of U.S. dollar 
denominated in developed country currencies primarily the euro and wfn!e» 1116 effects of exchange on exposures 
Company will enter into forward contracts on'a more limited basis and m deve'opmg country currencies, the 
cost-benefit analysis that considers the ma^imdeof the exra^e the Sit"JZiV?ed eco»omic?'to d° a° based on a 
instrument. The Company will also minimize the rffprt of volatility of the exchange rate and the cost of the hedging 
and net asset positions at the local level. The Company uses forward con?racts^h^T^hnd !iabilities by managing operating activities 
currency denominated available-for-sale securities attrihntahl* m • hedge the changes m fhir value of certain foreign 
to changes in the value of the U.S. dollar on foreign currency denominated d^vn**618^ currency exchange rates. A sensitivity analysis 
indicated that if the U.S. dollar uniformly weakened bv 10°/ aoa,W iif derivatives, investments and monetary assets and liabilities 
2006, Income before taxes would have declined by $2$.6 iriuKdSS^ion^tive^Z^" "DeCCmber 31'2007 311(1 



Table of Contents 

Merck is in a net short position relative to its major foreign cimencies after consideration of forward contracts, a uniform weakening of 
th® U.S. dollar will yield the largest overall potential net loss in earnings due to exchange. This measurement assumes that a change in 
one foreign currency relative to the U.S. dollar would not affect other foreign currencies relative to the U.S. dollar. Although not 
predictive in nature, the Company believes that a 10% threshold reflects reasonably possible near-term changes in Merck's major 
foreign currency exposures relative to the U.S. dollar. The cash flows from these contracts are reported as operating activities in the 
Consolidated Statement of Cash Flows. 

Interest Rate Risk Management 
In addition to the revenue hedging and balance sheet risk management programs, the Company may use interest rate swap 

contracts on certain investing and borrowing transactions to manage its net exposure to interest rate change and to reduce its overall 
cost of borrowing. The Company does not use leveraged swaps and, in general, does not leverage any of its investment activities that 
would put principal capital at risk. At December 31,2007, the Company was a party to seven pay—floating, receive-fixed interest rate 
swap contracts designated as fair value hedges of fixed-rate notes in which die notional amounts match the amount of the hedged 
fixed-rate notes. There were two swaps maturing in 2011 with notional amounts of $125 million each; one swap maturing in 2013 with 
a notional amount of $500 million and four swaps maturing in 2015 with notional amounts of $250 million each. The swaps effectively 
convert the fixed-rate obligations to floating-rate instruments. In January and February 2008, the Company terminated the four interest 
rate swap contracts with notional amounts of $250 million each, which effectively converted its 4.75% fixed-rate notes due 2015 to 
variable rate debt. As a result of the swap terminations, the Company received $96.2 million in cash, excluding accrued interest which 
was not mataiaL The corresponding gains related to the basis adjustment of the debt associated with the terminated swap contracts have 
been deferred and will be amortized as a reduction of interest expense over the remaining term of the notes. The cash flows from these 
contracts are reported as operating activities in the Consolidated Statement of Cash Flows. 

The Company's investment portfolio includes cash equivalents and short-term investments, the market values of which are 
not significantly impacted by changes in interest rates. The market value of the Company's medium- to long-term fixed-rate 
investments is modestly impacted by changes in U.S. interest rates. Changes in medium— to long-term U.S. interest rates have a more 
significant impact on the market value of the Company's fixed—rate borrowings, which generally have longer maturities. A sensitivity 
analysis to measure potential changes in the market value of the Company's investments, debt and related swap contracts from a change 
in interest rates indicated that a one percentage point increase in interest rates at December 31,2007 and 2006 would have positively 
impacted the net aggregate market value of these instruments by $62.1 million and $111.0 million, respectively. A one percentage point 
decrease at December 31,2007 and 2006 would have negatively impacted the net aggregate market value by $114.6 million and 
i!3L" • mi"'on' resPfct'v®ly- The fair value of the Company's debt was determined using pricing models reflecting one percentage point 

shifts in the appropriate yield curves. The fair value of the Company's investments was determined using a combination of pricing and 
duration models. 

Critical Accounting Policies and Other Matters 

The consolidated financial statements include certain amounts that are based on management's best estimates and judgments. 
Estimates are used in determining such items as provisions for sales discounts and returns, depreciable and amortizable lives, 
recqverability of inventories produced in preparation for product launches, amounts recorded for contingencies, environmental 
liabilities and other reserves, pension and other postretirement benefit plan assumptions, share-based compensation assumptions, 
amounts recorded in connection with acquisitions, impairments of long-lived assets and investments, and taxes on income. Because of 
the uncertainty inherent in such estimates, actual results may differ from these estimates. Application of the following accounting 
policies result in accounting estimates having the potential for the most significant impact on the financial statements. 

Revenue Recognition 
Revenues from sales of products are recognized when title and risk of loss passes to the customer. Due to changes jn terms 

and conditions for domestic pharmaceutical sales in the fourth quarter of2007, revenues for these products, previously recognized at the 
time of shipment, were recognized at time of delivery consistent with many foreign subsidiaries and vaccine sales. There was no 
significant impact on revenue in the fourth quarter of2007 as a 
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result of these changes. Recognition of revenue.also requires reasonable assurance of collection of sales proceeds and completion of all 
performance obligations. Domestically, sales discounts are issued to customers as direct discounts at the point-of-sale or indirectly 
through an intermediary wholesale purchaser, known as chargebacks, or indirectly in the form of rebates. Additionally, sales are 
generally made with a limited right of return under certain conditions. Revenues are recorded net of provisions for sales discounts and 
returns, which are established at the time of sale. 

The provision for aggregate indirect customer discounts covets chargebacks and rebates. Chargebacks are discounts that 
occur when a contracted customer purchases directly through an intermediary wholesale purchaser. The contracted customer generally 
purchases product at its contracted price plus a mark-up from the wholesaler. The wholesaler, in turn, charges the Company back for 
the difference between the price initially paid by the wholesaler and the contract price paid to the wholesaler by the customer. The 
provision for chargebacks is based on expected sell-through levels by the Company's wholesale customers to contracted customers, as 
well as estimated wholesaler inventory levels. Rebates are amounts owed based upon definitive contractual agreements or legal 
requirements with private sector and public sector (Medicaid and Medicare Part D) benefit providers, after the final dispensing of the 
product by a pharmacy to a benefit plan participant. The provision is based on expected payments, which are driven by patient usage 
and contract performance by the benefit provider customers. 

The Company assumes a first-in, first-out movement of inventory within the supply chain for purposes of estimating its 
aggregate indirect customer discount accrual. In addition, the Company uses historical customer segment mix, adjusted for other known 
events, in order to estimate the expected provision. Amounts accrued for aggregate indirect customer discounts are evaluated on a 
quarterly basis through comparison of information provided by the wholesalers and other customers to the amounts accrued. 
Adjustments are recorded when trends or significant events indicate that a change in the estimated provision is appropriate. 

The Company continually monitors its provision for aggregate indirect customer discounts. There were no material 
adjustments to estimates associated with the aggregate indirect customer discount provision in 2007,2006 or 2005. 

Summarized information about changes in the aggregate indirect customer discount accrual is as follows: 

(S in millions) 2007 2006 

Balance, January 1 $ \ 7S7J $ 1,166.5 
Current provision . „ . _ 2,109.7 3,519.4 
Adjustments to prior years . (14J) *(29J) 
Payments (2,153.3) (3,899.3) 

Balance, December 31 _ $ " .DM $ 757J 

Accruals for chargebacks are reflected as a direct reduction to accounts receivable and accruals for rebates as current 
liabilities. The accrued balances relative to these provisions included in Accounts receivable and Accrued and other current liabilities 
were $82.5 million and $616.9 million, respectively, at December 31,2007, and $60.4 million and $696.7 million, respectively, at 
December 31, 2006. 

The Company maintains a returns policy that allows its customers to return product within a specified period prior to and 
subsequent to the expiration date (generally, six months before and twelve months after product expiration). The estimate of the 
provision for returns is based upon historical experience with actual returns. Additionally, the Company considers factors such as levels 
of inventory in the distribution channel, product dating and expiration period, whether products have been discontinued, entrance in the 
market of additional generic competition, changes in formularies or launch of over-the-counter products, among others. The product 
returns provision, as well as actual returns, were less than 1.0% of net sales in 2007,2006 and 2005. 

Through its distribution program with U.S. wholesalers, the Company encourages wholesalers to align purchases with 
underlying demand mid maintain inventories within specified levels. The terms of the program allow the wholesalers to earn fees upon 
providing visibility into their inventory levels as well as by achieving certain performance parameters, such as, inventory management, 
customer service levels, reducing shortage claims and 
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„  , .  , .  W h o l e s a l e r s  g e n e r a l l y  p r o v i d e  o n l y  t h e  a b o v e  m e n t i o n e d  d a t a  t o  t h e  C o m p a n y ,  a s  t h e r e  i s  n o  r e e u l a t o r v  r e o u i r e m e n t  t n  
Tni in(onna3j?n t0 manufacturers, which ts the level of information needed to determine the remainingshelflife and oriental 

sale date of inventory. Given current wholesaler inventory levels, which are generally less than a month the Comrianv believes that 
collection of order lot information across all wholesale customers would have limited use in estimating sales discounts and returns. 
Inventories Produced in Preparation for Product Launches 
rtwnanH iw5 9°™^ capitalizes inventories produced in preparation for product launches sufficient to support initial market 

^'^^ .ofsuch inventory does not begin until the related product candidate are in Phase III clinical trials and 
re^am™^°vaf™!hhPr0bab,lllJ: motors the statJoF^h^tivT SS 

°WeVer' ^ 9"®^ generally does not disclose specific timing for regulatoreWoval Ifflw Comoaav 
!dSd^y ns'c? or contingencies other than the normal regulatory approval procels or ifflSe my specificissueT 
^ relating to safety, efficacy, manufacturing, marketing or labeling, the related inventory would generally not be capitalized. Expiry dates of the inventory are impacted by the stage of completion The Conmanv manaeestfie levek nf 
inventory at each stage to optimize the shelf life of the inventory in relation to antfcipa^^ °f 

%££?? F°r,T^,0neS ̂ ?tare caPltalized> anticipated future sales and shelf lives support the realization of the inventory value 

Contingencies and Environmental Liabilities 
nm(nrt ,iaJ^C°^?nyis1involved in various claims and legal proceedings of a nature considered normal to its business includine 
to^onllliditld' finf ?13. Prope,^y a£^ commercial litigation, as well as additional matters such as antitrust actions (See Note 10 to 

and ihf nanc'al sfatonents.) The Company records accruals for contingencies when it is probable that a liability has been 

pw* fvS°n ̂  ej 5 E>ufmg 2006, the Company spent $500 million in the aggregate in legal defense costs related to the 
frC<?r#?5! adflUo?®1 charges of $673 million. Accordingly, as of December 31,2006, the Company had a reserve of 

$858 million solely for its future legal defense costs related to the Vioxx Litigation. During 2007 the Comnanv ;« 
rirwh81^3'6 p ^ defense costs worldwide related to (i) the Vioxx Product Liability Lawsuit^ (ii) the Vioxx Shareholder Lawsuits 
emitter o7M07°the^n^.SUltS' ""dilr^i! (collect'vely, the "Vioxx Litigation"). In the second quarter and third quarter of 2007, the Company recorded charges of $210 million and $70 million, respectively, to incrsise the reserve soleNfoHts 
future legal defense costs related to the Vioxx Litigation. In increasing the reserve, the Company considered the same factors that it 
P~Se« 
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A5221"'"'?",.3' 5ecember 31 '.200lfor its &ture 'egal defense costs related to the Vioxx Litigation. After altering into 
tte Settlement Agreement, the Company reviewed its reserve for the Vioxx legal defense costs and allocated approximately $80 million 
°I'\LreS<^e to Merck s anticipated future costs to administer the Settlement Program. Some of the significant factors considered in the 
review of the reserve were as follows: the actual costs incurred by the Company; the development of the Company's legal defense 
S^emernA^^nt'^n h,° SCOp!°f ?e Vloxx Li,iSa,ion> including the Settlement Agreement and the expectation that the 
Settlement Agreement will be consummated, but that certain lawsuits will continue to be pending; the number of cases being brought 

C°,StS f1 outcomes of completed trials and the most current information regarding anticipated riming 
progression, and related costs of pre-trial activities and trials in the Vioxx Product Liability Lawsuits. Events such as scheduled'trials 

^^tofome^oSp^ttnSlr??! and 2?°9' fld theinh.erer!t inability to predict the ultimate outcomes of snch trials and the disposition of the Vioxx Product Liability Lawsuits not participating in or not eligible for the Settlement Program, limit the Comnanv's 

ability to reasonably estimate its legal costs beyond 2009. Together with the $4.85 billion reserved for the Settlement Program the 

fh^rf3 am°Jmt tbe "rserve established for the Vioxx Litigation as of December 31,2007 was approximately $5,372 Wffion While the Company does not anticipate that it will need to increase the reserve every quarter, it will continue to monitor its legal defense costs 

and review the adequacy of the associated reserves and may determine to increase its reserves for legal defense costs at any time in the 

future if, based upon the factors set forth, it believes it would be appropriate to do so. y 

• . _ 33)6 Company currently anticipates that a number of Vioxx Product Liability Lawsuits will be tried throughout 2008 A trial 
in the Oregon securities case is scheduled for 2008, but the Company cannot predict whether this trial will proceed on schedule or the 

of fte other (^Shareholder Lawsuit trials. The Company believes that it has meritorimls <E?es to 
Lawsuits and will vigorously defend against them. In view of the inherent difficulty of predicting the outcome of litigation Darticularlv 

manl? 3114 the. claimants seek indeterminate damages, the Company is unable to predict the outcomeof these 
matters, and at this time cannot reasonably estimate the possible loss or range of loss with respect to the Vioxx Lawsuits not included in 

C°mpanytKhaS"0t efablishedany ^serves foTany potential liabi% relaYngtofceStaS n£ 
w fhlr Program or the Vioxx Investigations, including for those cases in which verdicts or judgments have been 

entered against the Company, and are now m post-verdict proceedings or on appeal. In each of those cases the Company believes it has 
strong points to raise on appeal and therefore that unfavorable outcomes in such cases are not probable. Unfavorable outcomes in the 
Vioxx Litigation could have a material adverse effect on the Company's financial position, liquidity and results of operations. 

H.f„„ „„£S£?r.eCtn,ber 31 •T2«07'..tbe Company had a remaining reserve of approximately $27 million solely for its future legal 
T LlUgatI?IJ; SomeLof  ̂significant factors considered in the establishment of the reserve for the fosamax 
ptigation legaldefense costs were as follows: the actual costs incurred by the Company thus far; the development of the Comnanv's 
legal defense strategy and structure m light of the creation of the Fosamax multidistrict litigation; the number of cases being brouiLt 
r8r.^nve»riiimpariy: 31^ anticipated riming, progression, and related costs of pre-trial activities in the Fosamax Litigation. The 

nf iwiiri A er° momtor lts le£al defen.se cos.ts 3,111 review ^ adequacy of the associated reserves. Due to the uncertain 
£1 2?i r ^:°®Pany ls u"able to estimate its costs beyond the end of 2009. The Company has not established any reserves 

Idveri effect ™ th» r relatmg to the Fosamax Litigation. Unfavorable outcomes in the Fosamax Litigation could have a material 
adverse effect on the Company s financial position, liquidity and results of operations. 

The Company is a party to a number of proceedings brought under the Comprehensive Environmental Response 
Compensation and Liability Act, commonly known as Superfund, and other federal and state equivalents When a legitimate claim for 
3EUT"r" T^i3^3"11^ iS,initJa"y aCCnied based uP°n ,he estoated transaction coste to m^agetoeshe"Accroafs« 
S^rioii? Pf studies and related cost assessments of remedial techniques are completed, and as the extent to which other 
potentially responsible parries ( PRPs ) who may be jointly and severally liable can be expected to contribute is determined. 

The Company is also remediating environmental contamination resulting from past industrial activity at certain of its sites 
nl±?a"?CtlVe ?'e m ldf,nt,fying and Providing for these costs. A worldwide sltrveywas initially£rfom!ed to^s Si!rites for 
potential contamination resulting from past industrial activities. Where potential contamination resulting from past industrial activities. Where 
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assessment indicated that physical investigation was warranted, such investigation was performed, providing a better evaluation of the 
aff/h1 r,em - •S??- fre ^ need.was identified, remedial action was then initiated. Estimates of die extent of contamination 

uuhallymade at the pre-in vestigation stage and liabilities for the potential cost of remediation were »Tnifd at that 
definitive information became available during the course of investigations and/or remedial efforts at each site estimates 

were refined and accruals were adjusted accordingly. These estimates and related accruals SJ^mS^Uy ' 

B Company believes that it is in compliance in all material respects with applicable environmental laws and regulations 
fo&fthiS wmT 011 environmental liabilities were $19.5 million in 2007, and are estimated at $69.1 million foffoe years 

^ a a f opl?.lon* ^ Jlablllties for all environmental matters that are probable and reasonably estimable 
£S£?" aCCfU^ and ^ $m'6 °?I1,on and ?129 0 "M"" at December 31,2007 and December 31 2006 respectively These 

irn^seonnted, do not consider potential recoveries from other parties and will be paid out ovw the periods of remediation 
rfln muoo we expected to occur primarily over the next 15 years. Although it is not possfole topredict with 

^. ^. '?| COme u *ese "^ ̂ rs, or the ultimate costs of remediation, management does not believe that any reasonably possible 
ejjenditures that may be incurred m excess of the liabilities accrued should exceed $54.0 million in the gggmgam Manaeement also 

Share—Based Compensation 

tag. 

Pensions and Other Postretirement Benefit Plans 
_ Net pension and other postretirement benefit cost totaled $489.3 million in 2007 and $563 7 million in 2006 Pension and 

d i «,£srssssasrs s . - > » « — — * < « •  » * « .  

? income debt instruments that would provide the future cash flows needed to pay the benefits included in the benefit 

&^5°,mpany fons'dels ?ng_tprm compound annualized returns of historical market data as well as *"-*"»l returns on the 
Comnanv adJustments that reflect more recent capital market experience. Using this reference information the 

«iw • T i tar.®et l™!" portfolio of the Company's U.S. pension and other postretirement benefit plans is allocated 45% to 
fnvestaenfs C I '«onal equities, 15% to 25% in fixed-income investmen^l^S^ investments. The portfolio s equity weighting is consistent with the 
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long-term nature of the plans' benefit obligation. The expected annual standard deviation of returns of the target portfolio, which 
approximates 13%, reflects both the equity allocation and the diversification benefits among the asset classes in which the portfolio 
invests. 

Actuarial assumptions are based upon management's best estimates and judgment A reasonably possible change of plus 
(minus) 23 basis points in the discount rate assumption, with other assumptions held constant, would have an estimated $42.4 million 
favorable (unfavorable) impact on its U.S. net pension and postretirement benefit cost. A reasonably possible change of plus (minus) 
25 basis points in the expected rate of return assumption, with other assumptions held constant would have an estimated $13.7 million 
favorable (unfavorable) impact on its U.S. net pension and postretirement benefit cost. The Company does not expect to have a 
minimum pension funding requirement under dre Internal Revenue Code during 2008. The preceding hypothetical changes in the 
discount rate and expected rate of return assumptions would not impact the Company's funding requirements. 

Net loss amounts, which reflect experience differentials primarily relating to differences between expected and actual returns 
on plan assets as well as the effects of changes in actuarial assumptions, are recorded as a component of Accumulated other 
comprehensive income. Expected returns are based on a calculated market-related value of assets. Under this methodology, asset 
gains/losses resulting from actual returns that differ from the Company's expected returns are recognized in the market-related value of 
assets ratably over a five-year period. Also, net loss amounts in Accumulated other comprehensive income in excess of certain 
thresholds are amortized into net pension and other postretirement benefit cost over the average remaining service life of employees. 
Amortization of net losses for the Company's U.S. plans at December 31,2007 is expected to increase net pension and other 
postretirement benefit cost by approximately $68 million annually from 2008 through 2012. 

Acquisitions 
The Company accounts for acquired businesses using the purchase method of accounting in accordance with FAS 141, 

Business Combinations, which requires that the assets acquired and liabilities assumed be recorded at the date of acquisition at their 
respective fair values. Any excess of the purchase price over the estimated fair values of net assets acquired is recorded as goodwill. If 
the Company determines the acquired company is a development stage company which has not commenced its planned principal 
operations, the acquisition will be accounted for as an acquisition of assets rather than as a business combination and, therefore, 
goodwill would not be recorded. The fair value of intangible assets, including acquired research, is based on significant judgments 
made by management, and accordingly, for significant items, the Company typically obtains assistance from third party valuation 
specialists. Amounts are allocated to acquired research and expensed at the date of acquisition if technological feasibility has not been 
established and no alternative future use exists. For projects which can be used immediately in the research process that have alternative 
future uses, the Company capitalizes these intangible assets and amortizes them over an appropriate useful life. The valuations and 
useful life assumptions are based on information available near the acquisition date and are based on expectations and assumptions that 
are deemed reasonable by management. The judgments made in determining estimated fair values assigned to assets acquired and 
liabilities assumed, as well as asset lives, can materially impact the Company's results of operations. 

For intangible assets, including acquired research, the Company typically uses the income approach, which estimates fair 
value based on each project's projected cash flows. Future cash flows are predominately based on a net income forecast of each project, 
consistent with historical pricing, margins and expense levels of similar products. Revenues are estimated based on relevant market size 
and growth factors, expected industry trends, individual project life cycles, and the life of each research project's underlying patent, if 
any. Expected revenues are then adjusted for the probability of technical and marketing success and the resulting cash flows are 
discounted at a risk-adjusted discount rate. 

Impairments of Long-Lived Assets 
The Company assesses changes in economic conditions and makes assumptions regarding estimated future cash flows in 

evaluating the value of the Company's property, plant and equipment, goodwill and other intangible assets. 

The Company periodically evaluates whether current facts or circumstances indicate that the carrying values of its 
long-lived assets to be held and used are recoverable in accordance with FAS 144, Accounting for the 
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Impairments or Disposal ofLong-Lived Assets. If such circumstances are determined to exist, an estimate of the undiscounted future 
cash flows of these assets, or appropriate asset groupings, is compared to the carrying value to determine whether an impairment exists. 
If the asset is determined to be impaired, the loss is measured based on the difference between the asset's fair value and its carrying 
value. If quoted market prices are not available, the Company will estimate its fair value using a discounted value of estimated future 
cash flows approach. 

The Company tests its goodwill for impairment at least annually in accordance with FAS 142, Goodwill and Other 
Intangible Assets, using a fair value based test. Goodwill represents the excess of acquisition costs over the fair value of net assets of 
businesses purchased and is assigned to reporting units within the Company's segments. Other acquired intangibles are recorded at cost 
When events or circumstances warrant a review, the Company will assess recoverability from future operations of other intangibles 
using undiscounted cash flows derived from the lowest appropriate asset groupings, generally the subsidiary level. Impairments are 
recognized in operating results to the extent that carrying values exceed fair value, which is determined based on the net present value 
of estimated cash flows. 

Impairments of Investments . t . 
The Company reviews its investments for impairments based on the determination of whether the decline in market value of 

the investment below the carrying value is other than temporary. The Company considers available evidence in evaluating potential 
impairments of its investments, including the duration and extent to which fair value is less than cost and the Company's ability and 
intent to hold the investments. 

Taxes on Income 
The Company's effective tax rate is based on pretax income, statutory tax rates and tax planning opportunities available in 

the various jurisdictions in which the Company operates. An estimated effective tax rate for a year is applied to the Company's 
quarterly operating results. In the event that there is a significant unusual or one-time item recognized, or expected to be recognized, in 
the Company's quarterly operating results, the tax attributable to that item would be separately calculated and recorded at the same time 
as the unusual or one-time item. The Company considers the resolution of prior year tax matters to be such items. Significant judgment 
is required in determining the Company's tax provision and in evaluating its tax positions. The recognition and measurement of a tax 
position is based on management's best judgment given the facts, circumstances and information available at the reporting date. In 
accordance with FASB Interpretation No. 48, Accounting for Uncertainty in Income Taxes — an interpretation ofFASB Statement 
No. 109, which Merck adopted on January 1,2008, the Company evaluates tax positions to determine whether the benefits of tax 
positions are more likely than not of being sustained upon audit based on the technical merits of the tax position. For tax positions that 
are more likely than not of being sustained upon audit, the Company recognizes the largest amount of the benefit that is greater than 
50% likely of being realized upon ultimate settlement in the financial statements. For tax positions that are not more likely than not of 
being sustained upon audit, the Company does not recognize any portion of the benefit in the financial statements. If the more likely 
than not threshold is not met in the period for which a tax position is taken, the Company may subsequently recognize the benefit of that 
tax position if the tax matter is effectively settled, the statute of limitations expires, or if the more likely than not threshold is met in a 
subsequent period. (See Note 15 to the consolidated financial statements.) 

Tax regulations require items to be included in the tax return at different times than the items are reflected in the financial 
statements. Timing differences create deferred tax assets and liabilities. Deferred tax assets generally represent items that can be used as 
a tax deduction or credit in the tax return in future years for which the Company has already recorded the tax benefit in die financial 
statements. The Company establishes valuation allowances for its deferred tax assets when the amount of expected future taxable 
income is not likely to support the use of the deduction or credit. Deferred tax liabilities generally represent tax expense recognized in 
the financial statements for which payment has been deferred or expense for which the Company has already taken a deduction on the 
tax return, but has not yet recognized as expense in the financial statements. 

As previously disclosed, the AJCA created a temporary incentive for U.S. multinationals to repatriate accumulated income 
earned outside of the United States as of December 31,2002. In connection with the AJCA, the Company repatriated $15.9 billion 
during 2005 (see Note 15 to the consolidated financial statements). As a result of 
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this repatriation, the Company recorded an income tax charge of $766.5 million in Taxes on Income in 2005 related to this repatriation. 
This charge was partially offset by a $100 million benefit associated with a decision to implement certain tax planning strategies. The 
Company has not changed its intention to indefinitely reinvest accumulated earnings earned subsequent to December 31,2002. At 
December 31,2007, foreign earnings of $ 17.2 billion have been retained indefinitely by subsidiary companies for reinvestment. No 
provision will be made for income taxes that would be payable upon the distribution of such earnings and it is not practicable to 
determine the amount of the related unrecognized deferred income tax liability. 

Recently Issued Accounting Standards 

In September 2006, the FASB issued Statement No. 157, Fair Value Measurements ("FAS 157"), which clarifies the 
definition of fair value, establishes a framework for measuring fair value, and expands the disclosures on fair value measurements. 
FAS 157 was originally effective January 1,2008. In February 2008, the FASB issued Staff Position ("FSP") 157-2 that deferred the 
effective date of FAS 157 for one year for nonfinancial assets and liabilities recorded at fair value on a non-recurring basis. The effect 
of adoption of FAS 157 and FSP 157-2 on the Company's financial position and results of operations is not expected to be material. 

In February 2007, the FASB issued Statement No. FAS 159, The Fair Value Option for Financial Assets and Financial 
Liabilities — including an amendment of FASB Statement No. 115 ("FAS 159"), which is effective January 1, 2008. FAS 159 permits 
companies to choose to measure certain financial assets and financial liabilities at fair value. Unrealized gains and losses on items for 
which the fair value option has been elected are reported in earnings at each subsequent reporting date. The effect of adoption of 
FAS 159 on the Company's financial position and results of operations is not expected to be material. 

In June 2007, the FASB ratified the consensus reached by the Emerging Issues Task Force ("EITF") on Issue No. 07-3, 
Accounting for Advance Payments for Goods or Services Receivedfor Use in Future Research and Development Activities ("Issue 
07-3"), which is effective January 1,2008 and is applied prospectively for new contracts entered into on or after the effective date. 
Issue 07-3 addresses nonrefundable advance payments for goods or services that will be used or rendered for future research and 
development activities. Issue 07-3 will require these payments be deferred and capitalized and recognized as an expense as the related 
goods are delivered or the related services are performed. The effect of adoption of Issue 07-3 on the Company's financial position and 
results of operations is not expected to be material. 

In December 2007, the FASB issued Statements No. 141R, Business Combinations ("FAS 141R"), and No. 160, 
Noncontrolling Interests in Consolidated Financial Statements— an amendment of ARB No. 51 ("FAS 160"). FAS 141R expands the 
scope of acquisition accounting to all transactions under which control of a business is obtained. Among other things, FAS 141R 
requires that contingent consideration as well as contingent assets and liabilities be recorded at fair value on the acquisition date, that 
acquired in-process research and development be capitalized and recorded as intangible assets at the acquisition date, and also requires 
transaction costs and costs to restructure the acquired company be expensed. FAS 160 requires, among other things, that noncontrolling 
interests be recorded as equity in the consolidated financial statements. FAS 141R and FAS 160 are both effective January 1,2009. The 
Company is assessing the impacts of these standards on its financial position and results of operations. 

Cautionary Factors That May Affect Future Results 

This report and other written reports and oral statements made from time to time by the Company may contain so-called 
"forward-looking statements," all of which are based on management's current expectations and are subject to risks and uncertainties 
which may cause results to differ materially from those set forth in the statements. One can identify these forward-looking statements 
by their use of words such as "expects," "plans," "will," "estimates," "forecasts," "projects" and other words of similar meaning. One 
can also identify them by the fact that they do not relate strictly to historical or current facts. These statements are likely to address the 
Company's growth strategy, financial results, product development, product approvals, product potential and development programs. 
One must carefully consider any such statement and should understand that many factors could cause actual results to differ materially 
from the Company's forward-looking statements. These factors include inaccurate 
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assumptions and a broad variety of other risks and uncertainties, including some that are known and some that are not No 
forward-looking statement can be guaranteed and actual future results may vary materially. 

The Company does not assume the obligation to update any forward-looking statement. One should carefully evaluate such 
statements in light of factors, including risk factors, described in the Company's filings with the Securities and Exchange Commission, 
especially on Forms 1G-K, 10—Q and 8—K. In Item 1A. "Risk Factors" of this annual report on Form 10—K the Company discusses in 
more detail various important risk factors that could cause actual results to differ from expected or historic results. The Company notes 
these factors for investors as permitted by the Private Securities Litigation Reform Act of 1995. One should understand that it is not 
possible to predict or identify all such factors. Consequently, the reader should not consider any such list to be a complete statement of 
all potential risks or uncertainties. 

Item 7A. Quantitative and Qualitative Disclosures about Market Risk. 

The information required by this Item is incorporated by reference to the discussion under "Financial Instruments Market 
Risk Disclosures" in Item 7. "Management's Discussion and Analysis of Financial Condition and Results of Operations." 
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Item 8. Financial Statements and Supplementary Data. 
(a) Financial Statements 

_ . T11® c°nsol'dat^ balance sheet of Merck & Co.. Inc. and subsidiaries as of December 31,2007 and 2006, and the related 
consolidated statements of income, of retained earnings, of comprehensive income and of cash flows few each of the three years in the 
period ended December 31,2007, the Notes to Consolidated Financial Statements, and the report dated February 27 2008 of 
PncewaterhouseCoopers LLP, independent registered public accounting firm, are as follows: ' 

Consolidated Statement of Income 
Merck & Co., Inc. and Subsidiaries 
Years Ended December 31 
(S in millions except per share amounts) 

2007 2006 2005 

S a l e s  ~  . . .  
$24,197.7 Kr>KU,d $22,011.9 

Costs* Expenses and Other 
Materials and production 

... Marketing and administrative 
Research and development 
Restructuring costs 
Equity income from affiliates . . . 
U.S. Vioxx Settlement Agreement charge 
Other (income) expense^ net 

6,140.7 
. . - 7,556.7 

- - 4482.8 
3274 

- - - (2,976.52 
4,850.0 

-46.2 

6,001.1 
.8,165.4 
4,782.9 

142.3 
(2494.4) 

(382.7) 

-SJ496 
7,155.5 
34484 

322.2 
(1417-1) 

(1104) 

20,827.0 16,414.6 14,648.0 

Income Before Taxes 
Taxes on Income 33704 

954 
64214 
1,787.6 

7463.9 
2,732.6 

Net Income $34754 $4,433.8 $4,631.3 
Basic Earnings per Common Share $131 $2.04 $2.11 
Earnings per Common Share Assuming Dilution $149 $2.03 $2.10 
Consolidated Statement of Retained Earnings 
Merck & Co.* Inc. and Subsidiaries 
Years Ended December 31 
($ in millions) 

2007 2006 2005 

Balance, January 1 S 39,095.1 S 37,980.0 $ 36,687.4 

Cumulative Effect of Adoption of FIN 48 
Net Income 
Dividends Declared on Common Stock 

81.0 
3475.4 

(3410.7) 
4,433.8 

(3,318.7) 
4,6314 

(3438.7) 

Balance, December 31 $ 39,1404 $ 39,095.1 $ 37,980.0 
Consolidated Statement of Comprehensive Income 
Merck & Co., Inc. and Subsidiaries 
Years Ended December 31 
($ in millions) 

2007 2006 2005 

$ 3475.4 $ 4,4338 $ 4,6314 

Other Comprehensive Income 
Net unrealized (loss) gain on derivatives, net of tax and net income realization 
Net unrealized gain on investments, net of tax and net income realization 
Benefit plan net gain (loss) and prior service cost (credit), net of tax and amortization 
Minimum pension liability, net of tax 
Cumulative translation adjustment relating to equity investees, net of tax 

(4.4) 
584 

2404 

444 

(50.9) 
26,1 

22.5 
18.9 

814 
50.3 

(7.0) 
(26.4) 

338.2 16.6 98.2 

Comprehensive Income $ 3,613.6 $ 4,450.4 $ 4,729$ 

The accompanying notes are an integral part of these consolidatedfinancial statements. 

84 



Table of Contents 

Consolidated Balance Sheet 
Merck & Co., Inc. and Subsidiaries 
December 31 
($ in millions) 

2007 2006 

Assets 
Current Assets . _ 
; Cash and cash equivalents 

Short-term investments 
Accounts receivable 

. Inventories (excludes inventories of $345.2 in 2007 and $416.1 in 
2006 classified in Other assets — see Note 6) 

Prepaid expenses and taxes 

5336J . S-. 5314.7 
2,894.7 2,798,3.. 
3,636.2 3,314.8 

l,88Lfl 
1397.4 

1369.4 
1,433.0 

Total cnrrent assets 

Investments 

154145.4 

7,159 J 

15330.2 

7,788.2 

Property, Plant and Equipment (at cost) 
Land 
Buildings 
Machinery, equipment and office furnishings 

405.8 
10,048.0 
13 553 7 

795.6 

4083) 
9J452 

13,172.4 
8823 

Less allowance for depreciation 
24,803.1 
12,4521 

243093 
11,015.4 

Goodwill 

Other Intangibles, Net 

Other Assets 

12346.0 

1,4543 

713.2 

11,632.1 

13,194.1 

1,431JS 

943.9 

54>81.8 

$ 48350.7 $ 44,569.8 

Liabilities and Stockholders' Equity 
Current Liabilities 

Loans payable and current portion of long-term debt 
Trade accounts payable 
Accrued and other current liabilities 
Income taxes payable 
Dividends payable 

1,823.6 
624.5 

8334.9 
444.1 
831.1 

$ 1285.1 
496.6 

63533 
3,460.8 

826.9 

Total current liabilities 

Long-Term Debt 

Deferred Income Taxes and Noncurrent Liabilities 

Minority Interests 

123582 

3,915.8 

11385.3 

2,406.7 

12,722.7 

5,551.0 

6,330.3 

2406.1 

Stockholders' Equity 
Common stock, one cent par value 

Authorized — 5,400,000,000 shares 
Issued —2,983,508,675 shares—2007 

— 2,976223,337 shares — 2006 
Other paid-in capital 
Retained earnings 
Accumulated other comprehensive loss 

29.8 29.8 
8,014.9 7,166.5 

39340.8 39,095.1 
(826.1) (1,164.3) 

Less treasury stock, at cost 
811,005,791 shares—2007 

46359.4 45,127.1 



808,437,892 shares —2006 28,174.7 27 567 4 

— lifiSfcl 

$ 48,350.7 $ 44,569.8 
The accompanying notes are an integral part of this consolidatedfinancial statement. 
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Consolidated Statement of Cash Flows 
Merck & Co., Inc. and Subsidiaries 
fears Ended December 31 
($ in millions) 

2007 2006 2005 

Cash Flows from Operating Activities 
Netincomc : _ 
Adjustments torectmciIe.net income to net cash provided by operating activities: 

,U..S.J5o»c Settlement Agreement charge 
Depreciation and amortization 
Deferred income taxes 
Equity income from affiliates 
Dividends and distributions from equity affiliates 

$.-3,275,4 ,.4,433.8 

Acquired research 
Taxes paid for Internal Revenue Service settlement 
Other 
Net changes in assets and liabilities: 

Accounts receivable 
Inventories 
Trade accounts payable 
Accrued and other current liabilities 

......... Income taxes payable 
.Noncurrent liabilities. 
Other 

Net Cash Provided hy Operating Activities 

Cash Flows from Investing Activities 
Capital expenditures 
Purchases of securities and other investments 
Acquisitions of subsidiaries, net of cash acquired 
Proceeds from sales of securities and other investments 
Increase in restricted cash 
Other 

Net Dash (Used) Provided by Investing Activities 

Cash Flows from Financing Activities 

Net change in short-term borrowings 

Proceeds from issuance of debt 

Payments on deht 

Purchases of treasury stock 

Dividends, paid to stockholders 

Proceeds from exercise of stock options 

Other r 

Net Cash Used by Financing Activities 

Eflbct of Exchange Rate Changes on Cash and Cash Equivalents 

Net (Decrease) Increase in Cash and Cash Equivalents 
Cash and Cash Equivalents at Beginning of Year 

Cash and Cash Equivalents at End of Year 

4,850.0 
1,988.2 
(1,781.9) 
(2,9763) 
2,485.6 

330.2 
325.1 

(2,7881.1) 
(64.7) 

(290.7) 
(40.7) 
117.7 
451.1 
987.2 
26.2 

105.1 

6,999.2 

(1.011.0) 
(10,132.7) 
(1,135.9) 
10,860.2 
(1.401.1) 

10.5 

(2,810,0) 

11.4 

(1,195.3) 
(1,429.7) 
(3,3073) 

898.6 
156.2 

(4,866.1) 

983 

(578.6) 
5 914 7 

2,268.4 
(530.2) 

(2,294.4) 
1*931.9. 

312.5 
762.5 

18.1. 

(709.3) 
226.5 

16.4 
4613 

(138.2) 
(125.6). 
131.2 

6,7653 

(980.2) 
(19,591.3) 

(404.9) 
16,143.8 

(48.1) 
(3.0) 

(4JSM) 

(1,522.8) 
755.1 

(5063) 
(1,002.3) 
(3,322.6) 

369.9 
(375.3) 

(5,604.2) 

52.1. 

(3,670.6) 
9,585.3 

$ 5336.1 $ 5,914.7 

The accompanying notes are an integral part of this consolidatedfinancial statement. 
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„4,631.3. 

1,708.1 
, .3.0 . 
(1,717.1)' 
1,10.13 

48.0 

647-5 

345.9 
125.6 

63.6 
238.2 
663.2 

-(412.2) 
156.2 

7,608.5 

(1,402.7) 
(125,308.4) 

128,981.4. . 

(3.1) 

1396.2 
1,000.0 

(1,014.9) 
(1,015.3) 
(3,349.8) 

136.5 
(93.1) 

(3,040.4) 

(128.8) 

6.7Q6.5 
2 878 8 

9,585.3 
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Notes to Consolidated Financial Statements 
Merck & Co., Inc. and Subsidiaries 

($ in millions except per share amounts) 

1. Nature of Operations 

The Cr^y:SPr0feSS>0n"1 representatives communicate the effecd^ness, 
products to health care professionals in pnvate practice, group practices and managed care organizations. 
2. Summary of Accounting Policies 

riTh^rTnSe ĤilrS 
controt ̂ amfdUoTtL ̂ XlLTstr ng *UCh ** meKStS en,itieS 0Wned equa"y by ,he ComPany and 3 ̂  party that are under shaEd 

Foreign Currency Translation — The U.S. dollar is the Company's functional currency. 
Cash Equivalents — Cash equivalents are comprised of certain highly liquid investments with original maturities of less than three months. 
Inventories Substantially all domestic inventories are valued at the lower of last-in, first-out ("LIFO"') cost or market for hnth H™k 

r^latoty^ov^ pl^es^' ^ °btaUled fr°m 'he fU'Ure SaIe °fthe related inventory together with the status of the product within the 

r„-.rt . T ~ Inyestments classified as available-for-sale are reported at fair value, with unrealized gains or losses to the extent not hedeed 
reported net of tax in Accumulated other comprehensive income ("AOCI"). Investments in debt securities classified as held-to-matnritv consistent wifh ' 

"d at cfSt' ImPairT"ent losses are charged to Other (income) expense, net, for other-than-temporary declines in fair value 
fa, to 0"" a™ ««. .0 r„ value „ 

toK at t,me u'̂ y.wnsistet with many foreign subsidiaries and vaccine salesThere in ? as a rtS, °f thes® changes. Recognition of revenue also requires reasonable assurance of collection of sales proceeds and completion of all performance obligations. Domestically, sales discounts are issued 
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reflected as a direct reduction to accounts receivable and accruals for rebates are recorded as accrued exnenses The 
accrued balances retebve to these provisions included in Accounts receivable and Accrued and othS c^nThabS w^e 

S^^sssssis^ss-ss^ss:. 

company capitalizes these intangible assets and amortizes them over an appropnate useful life The oneratinp remit? nf the 
business are reflected in the Company's consolidated financial statementsTnd^sultsTf™^1 
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"""•* «1 ™«fad«™, 

rm, rSsTSSKSfF̂ IŜ S'̂ l4̂ ™''"' mtopted FASB No. 12JE, M 
be expensed over the requisite service period based on the grant-date fair rafmofAe'lnc!udlnJf P™18 of stock options, to 
all outstanding awards upon adoption be recoemVed neino <•„• Y °* the awards and requires that the unvested portion of 
under FASB StatementNo i2^Aca^^g^^iock-^Jsed Comnmsn/inn Th» ^tiibution methodologies previously detennined 
Prior to adoption of FAS 123R employee share-based Y Company uses the Black-Scholes valuation method, 
share-based compensation expense as the amount at which die marketmic'e^hi2^ usmgtte intrinsic value method, which measures 
Accordingly, no ̂ mpensation expe^e wal^cTS for fof ^ * ** dateofgrant «ceeds the exercise price. 

Statement No. 144, Accounting for the lmPal™eat costs are recorded m accordance with FASB 
existing benefit arrangements are recorded in accoidance with FASB Stfte^nmf'H2ST te,™matit>n benefits covered by 
Benefits — an amendment of FASB Statement No 5 and 43 and FASB «»' ̂ mpl°yers, Accounting for Postemployment 
Curtailments of Defined Benefit PensiTpZ^%rT^LT t̂ffl N°' 88> foyers'Accounting for Settlements and 

to be incurred in connection witlfa tefcraringMicy when it^probable^hat a^M!tvfhasbntin8enCleSHndHefal defense costs exPected 
reasonably estimated in accordance with FASB Stamen? No f^cc^gfarColhTelTs. ^ ̂  anK>Unt Ca" "<= 

income tax porting based on enact^^x ^ws and^es^he^Comnanv^6 *?* ?ffe,CtS of temporary differences between financial and 
positions are more lLly than notof befog sunned ™or, IndifCT* —P™*™Lto determine whether the benefits of tax 

bciDg »uin«mpo„ ̂ lt 0« Company <to« ™llk«l>"l»" """ 

accepted in the United States ("^AP^an^'acconhna'lv lifchide'certatrf^^f 'a confo™it>' with accounting principles generally 
judgments. Estimates are uredindtfermtog s£h ^ °" mrgement's estimates and 
lives, recoverability of inventories produced in preparation for product lara^ 1™™ * ™ 'HST' depreciable.and am°rtizable 
liabilities and other reserves, pension and other postretirement benefit Iscor?ed f°r contingencies, environmental 
in connection with acquisitions, impairments of long-lived assets and mvestm^f H i " ? compensation, amounts recorded 
inherent in such estimates, actual results may differ from these estimates. ' s on lncome- Because of the uncertainty 

presentation^'""^''0'* ~ C6rtain reclassifications have been made to prior year amounts to conform with the current year 

("FAS 15nX t̂tm"n!F l̂te oft Fforf™rn%iSS?d Measurements 
FASB Statement No. 115 ("FAS 159") StatementNo 14Ht Business Cnmh'  ̂ — including an amendment of 
Interests in Consolidated Financial Statements - an cmemkZcf̂ lfoTlTvNSUinMA ra^T* N°' '60> Nonc°»tr°m"S 
Emergmg Issues Task Force ("EITF") on Issue No. 07-3 Accountino n ,60<\and ratified the consensus reached by the 
Future Research and Development Activities ("Issue 07-3"). Payments for Goods or Services Received for Use in 



Table of Contents 

al̂ SSSSSSSS 
mS5GmBaesammmssmp& 
A fas MlR expands the scope of acquisition accounting to all transactions under which control of a business is nhtain«t 
Among other dungs, FAS 141R requires that contingent consideration as well as cnnt^t™^fabihfeTre^cdaX 

datE'that aCquired '"-P^^s research and development be capiSa^reconfcd ̂ iS£s<^ * the 
acquisition date, and also requires transaction costs and costs to restructure the acquired company be FAS 160 rermires 

amo"g°*f 'h'ngs, that noncontrolling interests be recorded as equity in the consolidated financial statements FAS 141R and FAS l At) 
o p e r a « ! o ^  e J a n U a , y  ' '  2 ° 0 9 - 7 1 , 6  C ° m p a n y  1 5  " 8  ̂ I m p a c t s  o f  t h e s e  s t ^ ^ t e t o a S ^ s f t f o n  L d L l o f  ^  
operations. 

3. Restructuring 
Global Restructuring Program jvui/ r r u g r u m  

rnmnaav'.ltfT^ 2005',he announced the initial phase of a global restructuring program designed to reduce the 

- w E S S " •  • »  .  

p , j of,the Slobal. restructuring program is expected to be substantially complete, the cumulative metax costs of the ' 
program are expected to be approximately $2.2 billion to $2.4 billion. Approximately 70% of Ite CTmulXS 
relating pnmanlyto accelerated depreciation for those facilities scheduled for closure. Since the initio" of re^mrino ' 
aoDra^Sv 7>200<^?t!on ^1.2007' the Company has recorded total pretax accumulated costs of $2.1 billion and eliminated 
rorlnnnTh^I: „ P°s"tI0ns, comprised Of employee separations and the elimination of contractors and vacant positions The 
SSI'eTp^es ,DUeS ° hlre neW empl0yees as the business re"uires- For reporting, restrucSg ch^es^ 
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The following table summarizes the charges related to the global restructuring program by type of cost 

Year Ended December 31,2007 Separation Accelerated 
Costs Depreciation Other Total 

Materials and production • ~ ...— 
Research and deyelopment " _ 4fifl.fi. $L 22.5 s 4f»t  
Restructuring costs " (0,1) . 

-251"4 • ' " • • • 75.7 . 327.1 

Year Ended December 11, 2006 " - $ -251.4 $ 460.6 $.98.1 $810.1 

Materials and production « 
Research and development - — . __$ , - $ 707.3 $ 29.1 $ 7364 
Restructuring costs - ~ - 56L5 a3 56.8 

28.6 142.3 

Year Ended December 31,2005 - $ 113.7 J 763.8 $ 58.0 $ 935.5 

Materials and production .. . 
Research and development • - $ 65.9 $ 111.2 $ 177.1 

182.4 18-7 - . 18.7 
23.0 205.4 

„ J 182 4 8 84.6 $ 134.2 $ 401.2 

and could beTeasonably estimated^ApproxTmate^^ as thoseheadcount reductions which were probable 
and 2005, respectively "These position elimS 'i100. Positlons were eliminated in 2007,2006 
and vacant positions. summations are comprised of actual headcount reductions, and the elimination of contractors 

»«.»b. StSSES'lESsr* —f"!* -<1 * •» p-imici 
end of2007, four of the manufacturing facilitieXdbireSfresearch facilities': Through the 
closed. The remaining facility was sold in January 2008 All of the sites continneHin A ^°nS A "re too preclinical sites were 
and since future cash flows were sufficient to recover the restive M T ® "P thr0"gh the respective closure dates, 
s,.e assets rather than write them off immediately. The site 25s include manning aTdreTareh SS e^menf °f ^ 

the impairment of ceS'faidLe^toattere^^^ a"d $,1.11-2millio'h respectively, associated with 
therefore written off. Additionally, other activity includes $ 18 9 million 4wt? the,se restructuring actions and were 
respectively, related to curtailment, settlemaitan™t™ationcarles An th.rf,°n ®d $23:° nullion in 2007> 2006 and 2005, 
plans (see Note 13). Other activity also includes shut-down costs and to2006S! ? °^er Pos,retirement benefit 
facilities in connection with the global restructuring program. ' gamS milll°n resulting from the sales of 

Other Restructuring Programs 

costs of $ 116^milhon b 2005^f whreh^'s Sra related^5' "*1 ComPany eliminated 900 positions and recorded restructuring 

Q1 
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The following table summarizes the charges and spending relating to the global restructuring program and other programs: 

Separation 
Costs''7'' 

Accelerated 
Depreciation Other Total 

Restructuring reserves as of January 1,2006 
Expense . 
(Payments) receipts, net 
Non-cash activity 

i as of December 31, 

2403 
113.7 

(1263) 

mj 

763,8 _ 

(763.8) 

58.0.. 
(9.4)fi» 

(48.6) 

$ 2403 . 
935.5 

(185.7) 
(812.4) 

$ 1777 

251,4 
(197.6) 

2313 

460.6. 

(460.6) 

.98.1 
(59.9) 
(38.2) 

810.1 
(2573) 
(4983) 

S 2313 

(2) 

P) 

Expense. 
(Payments) receipts, net 
Non-cash activity 

Restructuring reserves as of December 31,2007® 

Includes separation costs associated with the global restructuring program as well as amounts from other 

restructuring programs were substantially complete as of the end of the 

Includes proceeds from the sales of facilities in connection with the global restructuring program. 

end of2009 aSSOCiated with the remaining restructuring reserve are expected to be largely completed by 

4. Research Collaborations, Acquisitions and License Agreements 

SiitiBi•SPS 
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the terns of the agreement, Merck receives worldwide exclusive rights to V270 w!lftod fti1u ^ "2 on dla|ysis- Under 
responsible for commercialization. Dynavax received an initiZa^t of S3i's deveIoPm=nt, and be 
development expense, and will be eligible to receive up to $105 n^on in dell'lo™™^ 'i ^.fompany recorded as Research and 
tiered royalties on global sales of V270. development and sales milestone payments, and double-digit 

phaniiaceuti^lTo^^^^^^n^anhwasculared1sease'^is0acnni'^rar<^^wiC <?*?*<****).a private'y "eld clinical-stage 
i n v e s t i g a t i o n a l  P h a s S  I I I  c o m p o u n d f o S S t ^ N o " a C a r d i a ' s  8 6  
NovaCardia for a total purchase price of $366.4 million (including $1 6 4^illfn™f acquired all of the outstanding equity of 
was paid through the issuance of 73 million shares of Merck common Istodktothef^?w^?5f-ent^ on bi»d at cl°sing), which 
average closing stock price for the five days prior to closing of Ae^Mitisi^ In shareholders based on Merck's 
recorded a charge of $325.1 million for acquired researcK^Ld S W,th to?.a«P»«tion, the Company 
had not been established and no alternative future use existed The eh*Jr ^ 85 ? J® acquisition date, technological feasibility 
Research and development expensed ̂  S not deductible for tax purposes, wasrecord^in 
technology adjusted for the probability of its technical and marStin Lr • ° *pected foture cash flows resulting from this 
risk-adjusted discount rate of22.0%.^e onS^J w^SSfhe ,mC°me ap?r0,acb r?flecti"g » appropriate 
matenal to the Company's research and development expenses TT^remainino^^hdevelopment of rolofylline is not expected to be 
$16.4 million, a deferred tax asset relating to a net operating loss carryforward of was.aU°®aled to cash and investments of 
Because NovaCardia was a development stage company thft had -2 ? ?"d other net assets of $1.0 million, 
accounted for as an acquisition of assets rather than as a business combSon a^d ^^f1 Pn"2Pf, °Perations> transaction was 
results of operations have been included in die Company's cSS^iM^ NovaCardia's 

collaboration ffiJfrdSXJ "d co^rc'^^K they had enteretl into a global 
party will fond 50% of the cost of global development of MK-8669 PVrPnlL£ n°»ei mT^ inhibitor, for use in cancer. Each 
development that is specific to the^veloM^ '°<>% of the cost of ex-U.S. 
global development plan. The agreement provided for an initial Davment nf A ^t,ls not currently part of the 
Research and development expense, up to $452 million mnrp inS!iA million to ARIAD, which the Company recorded as 
MK-8669 in multiple cancer indications (including $ 13 5 million naid fiv based on the successful development of 
sarcomas and $1143 million to be pJ!E& ^e?pCe °r ^ P c,inical *"»in "tic 
based on achievement of significant sales thresholds at least $200 ^ ̂ aIs)' upt0 an additional $200 million 
up to $200 million in interelt-bearing r^ble dfvdopm m^ by Merck to SlobaI development, 
global-development costs (after ARIAD has Daid U5oSni!»t!5^f f erckta, cover a Portion of ARIAD's share of 
profit sharing in the U.S. or royalties paid by Merck outside the U S fa tteU ^A^iAn^VH-lSS16"1'81 commercial returns from 
cancer mdications, and ARIAD and Merck will c^rorZe 7nH win ™ •' AH^D,W,,U dlstnbute and sell MK-8669 for all 

MK-8669! diS,nbUte> Se" and Pr°m0te ML-*™-. Merck will pay ARIAD tiered double-digTroyTlti^n ent^keUa^of6 U'S" 

a total value of approximately $U MHion.'wWclTinclutfed^epurcl^e^f^U^te^tfM'Sima^lf™3'^ f0r $'3 per share in casb- for 
aggregate purchase price of $ 1.1 billion was paid on January 3 2007 andaccorriSfc3î  shares warrants and stock options. The 
other current liabilities in the Company's consolidated bSce'sheet'at Decemhff#l ?nnA c M 3 habiI,Ity WIthin Aecmed and 
company that is a leader in developing a new class of kt A »5?5• h Sima was a publicly-held biotechnology 
significantly alter the treatment ofSe.^K tech"°'°^ which could ^ 
an individual gene. The acquisition of Sirna is expected to ScreS of the ̂  transcribed from 
in a human cell, potentially rendering inoperative a gene responsible for triggering a specific ology t0 turn ofr a targeted gene 
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disease. The transaction was accounted for under the purchase method of accounting, in which the assets acquired and the liabilities 
assumed from Sirna at the date of acquisition were recorded at their respective fair values as of the acquisition date in the Company's 
consolidated financial statements. The determination of fair values requires management to make significant estimates and assumptions. 
The excess of the purchase price over the fair value of the acquired net assets was recorded as goodwill of $369.2 million. The goodwill 
was fully allocated to the Pharmaceutical segment and is not deductible for tax purposes. Also, the Company recorded a charge of 
$466.2 million for acquired research associated with Sima's compounds currently under development, for which, at the acquisition date, 
technological feasibility had not been established and no alternative future use existed. The acquired research charge related to the 
development of treatments for both the hepatitis B and hepatitis C viruses, which were and currently remain in preclinical development, 
as well as licensing agreements held by Siraa. The charge, which is not deductible for tax purposes, was recorded in Research and 
development expense and was determined based upon the present value of expected future cash flows of new product candidates 
resulting from this technology adjusted for the probability of its technical and marketing success utilizing an income approach reflecting 
appropriate risk-adjusted discount rates of 27.0% to 30.0%. The ongoing activity with respect to each of these compounds under 
development is not expected to be material to the Company's research and development expenses. The allocation of the purchase price 
also resulted in the recognition of an intangible asset of $357.8 million and a related deferred tax liability of $146.3 million, as well as 
other assets and liabilities — net of $89.3 million. The intangible asset relates to Sima's developed technology that can be used 
immediately in the research and development process and has alternative future uses. This intangible asset is being amortized to 
Research and development expense on a straight-line basis over a seven year useful life. Pro forma financial information is not required 
because Sima's historical financial results are not significant when compared with the Company's financial results. The transaction 
closed on December 29,2006, and accordingly, Sima's operating results were included in the Company's results of operations 
beginning January 1,2007. 

In November 2006, the Company expanded the scope of its existing strategic collaboration with FoxHoIlow Technologies, 
Inc. ("FoxHoIlow") for atherosclerotic plaque analysis and acquired a stake in FoxHoIlow. The existing strategic collaboration, entered 
into in 2005, provided for FoxHoIlow to receive an upfront payment with the opportunity for additional payments if the collaboration 
continued. Under the terms of the expanded collaboration agreement, payments are made to FoxHoIlow over four years in exchange for 
FoxHollow's agreement to collaborate exclusively with Merck in specified disease areas. Merck is also providing funding to 
FoxHoIlow over the first three years of the four year collaboration program term, for research activities to be conducted by FoxHoIlow 
under Merck's direction. FoxHoIlow will receive milestone payments on successful development of drag products or diagnostic tests 
utilizing results from the collaboration, as well as royalties. In October 2007, ev3 Inc. ("ev3"), a global medical device company 
focused on catheter-based technologies for the endovascular treatment of vascular diseases and disorders, merged with FoxHoIlow, at 
which time FoxHoIlow became a wholly-owned subsidiary of ev3. In connection with the merger, the Company's shares of FoxHoIlow 
were converted into shares of ev3 common stock. The investment in ev3 is recorded as a cost method investment in the December 31, 
2007 Consolidated Balance Sheet. 

In June 2006, the Company acquired all of the outstanding equity of GlycoFi, Inc. ("GlycoFi") for approximately 
$373 million in cash ($400 million purchase price net of $25 million in shares already owned and net transaction costs). GlycoFi was a 
privately-held biotechnology company that is a leader in the field of yeast glycoengineering, which is the addition of specific 
carbohydrate modifications to the proteins in yeast, and optimization of biologic drug molecules. GlycoFi's technology platform is used 
in the development of glycoprotein, as well as the optimization of a glycoprotein target. In connection with the acquisition, the 
Company recorded a charge of $296.3 million for acquired research associated with GlycoFi's technology platform to be used in the 
research and development process, for which, at the acquisition date, technological feasibility had not been established and no 
alternative future use existed. This charge is not deductible for tax purposes. The technology is currently being utilized in Merck's 
pipeline of biologies. The charge was recorded in Research and development expense and was determined based upon the present value 
of expected future cash flows of new product candidates resulting from this technology adjusted for the probability of its technical and 
marketing success utilizing an income approach reflecting the appropriate risk-adjusted discount rate. The Company also recorded a 
$99.4 million intangible asset ($57.6 million net of deferred taxes) related to GlycoFi's developed technology that can be used 
immediately in the research and development process and has alternative future uses. This intangible asset is being 
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^ortizedt0 Research and development expense on a straight-line basis over a five year useful life. The remainine net assets acouired 
wer!.not matenal- Because GlycoFi was a development stage company that had not commenced its planned principal 

operations, the tramaction was accounted for as an acquisition of assets rather than as a business combination and, therefore goodwill 
acquiriticm date S 18 ofop6rat,ons ^156611 included with the Company's consolidated financial results since the 

k ̂ *ay.20®^' the Company acquired all of the equity of Abmaxis, Inc. ("Abmaxis") for approximately $80 million in cash 
nWAh"t rr^nrtnf iy fi!)1™aCeU?ja comp.any dedicated to Ae discovery and optimization of monoclonal antibody 
L^lpr0f"CtS forhumantherapeut.es and diagnostics. Abmaxis developed and validated a breakthrough antibody engineering 
technology platform, Abmaxis m-siltco Immunization, which has alternative future uses to the Company with no signifirfnt 

°r e"gl"ee!ug 1£e I616 ofacqwsition. In connection with the acquisition, the Company allocated substantially all 
°v^6 PJJjhase pnce to Abmaxis technology platfoim and recorded an intangible asset of $135.3 million ($78.5 million net of deferred 

ThPi? m g ,aSS f1S 8 amort56 t0 Res?arch development expense on a straight-line basis over a five year useful 
h H , temaimng net assets acquired in this transaction were not material. Because Abmaxis was a development stage company that 
had not commenced its planned principal operations, the transaction was accounted for as an acquisition of assets rather thanasTa 
business combination and, therefore, goodwill was not recorded. Abmaxis' results of operations have been included with the 
Company s consolidated financial results since the acquisition date. 

. „ AIsoin2006 Merck and Idera Pharmaceuticals ("Idem") announced that they had formed a broad collaboration to research 
develop and commercialize Idera s Toll-like Receptor agonists for use in combination with Merck's therapeutic and prophylactic 

Ke"i i?nCK ' mfecti?us diseases and Alzheimer's disease. Additionally in 2006, Merck and Ambrilia 
?. °p^a™ In6' ( Ambrilia ), a biopharmaceutical company developing innovative therapeutics in the fields of cancer and infectious 
diseases, announced they entered into an exclusive licensing agreement granting Merck the worldwide rights to Ambrilia's HIV/AIDS 

r P1?8*?"1- f '!J2006> Neuromed Pharmaceuticals Ltd. and Merck signed a research collaboration and license 
agreement to research, develop and commercialize novel compounds for the treatment of pain and other neurological disorders. 

... In 2005, Agensys, Inc. ("Agensys"), a cancer biotechnology company, and Merck announced the formation of a global 
alliance to jointly develop and commercialize AGS-PSCA, Agensys' fully human MAb to Prostate Stem Cell Antigen Also in 2005 
Merck entered mto an agreement with Geron Corporation to develop a cancer vaccine against telomerase, an enzyme active in most' 
period^oftime mamtams telomere len8th at 'he ends of chromosomes, which allows the cancer to grow and metastasize over long 

5. Financial Instruments 

Foreign Currency Risk Management 
> While the U.S dollaris the functional currency of the Company's foreign subsidiaries, a significant portion of the 

Company s revenues are denominated m foreign currencies. Merck relies on sustained cash flows generated from foreign sources to 
support its long-term commitment to U.S. dollar-based research and development. To the extent the dollar value of cash flows is 
^™nish6d.as a result of a strengthening dollar, the Company's ability to fund research and other dollar-based strategic initiatives at a 
consistent level may be impaired, pe Company has established revenue hedging and balance sheet risk management programs to 
protect against volatility of future foreign currency cash flows and changes in fair value caused by volatility in foreign exchange rates. 

. _ ,T1!e objective of the revenue hedging program is to reduce the potential for longer-term unfavorable changes in foreign 
exchange to decrease the U.S. dollar value of future cash flows derived from foreign currency denominated sales, primarily the euro and 
Japanese yen. To achieve this objective, the Company will partially hedge anticipated third-party sales that are expected to occur over 
its planning cycle, typically no more than three years into the future. The Company will layer in hedges over time, increasing the 
P°*lon of saleshedged f j t0 ,the expected date of the transaction, such that it is probable that the hedged transaction will 
occur. The portion of sales hedged is based on assessments of cost-benefit profiles that consider natural offsetting exposures, revenue 
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nfC,h^S„rte V<-olatiMti? T1 C0I7elatiJ°"s' and die cost of hedging instruments. The hedged anticipated sales are a specified conroonent 
of a portfolio of similarly denominated foreign currency-based sales transactions, each of which responds to the hedged riskirwhe 

nVh?3h 6f 1,s ant'c'Pated transaction exposure principally with purchased local currency put options which provide 
r n , A an obligation, to sell foreign currencies in the future at a predetermined price Ifthe U S dollar 

fih Ven^TTCnCy die hedged anticipated sales, total changes in the options' cash flows fully ofTset the decline in 
the expected future U.S. dollar cash flows of the hedged foreign currency sales. Conversely ifthe U SdoLrweakaS thL 
value reduces to zero, but the Company benefits from the increase in the value of the anticipated foreign currency cashflows 

. . The designated hedge relationship is based on total changes in the options' cash flows Accordingly the entire fair value 
relaZSlintT T '»AOCItmd reclassified into Sale! when the hedged anticipated 
relationship is highly effective and hedge ineffectiveness is de minimis. The fair values of purchased currency ootionsare renortef in 
StoteStf c£h aSSetS' CaSh fl°WS fr0m these contracts are reP°rted aa operating activities in the ConsoliSted 

The primary objective of the balance sheet risk management program is to protect the U.S dollar value of fnn>i<m mimi™ 
denominated net monetary assets from the effects of volatility in'foreignexiLige 

"^erCh pnnCip,a y u!lhzes forward exchange contracts, which enable the Company to buy and sell foreign currencies in the 
MSWS (teritS fem Ihiene?act?nM"Cai-y °, f the cons.efuences of changes in foreign exchange on the amount of U.S. dollar 
2S.7 J 1 7 Me?°k routmely enters into contracts to fully offset the effects of exchange on exposures 
S™a,ed,!n developed country currencies, primarily the euro and Japanese yen. For exposures in developing country^urTencies the 

with thr ckurrency denojninated monetary assets and liabilities are remeasured at spot rates in effect on the balance *Wt date 
,°f Cha"gfs.lul SP°' La'es r,ePorted >" Other (income) expense, net. The forwardcontracts are norderived 2 hede^ 

mfket ̂ 0Ugh 0ther ('ncome> expanse, net. Accordingly, fair value changes in the forw^rf conSheTpmitfSte 
m ^alue °f 'he remeasured assets and liabilities attributable to changes in foreign currency exchange rates to the 

extent of the spot-forward differences. These differences are not significant due to die short-ternX of SS"2htef 
typically have average maturities at inception of less than one year contracts, which 

. .  , .  C o m p a n y  u s e s  f o r w a r d  c o n t r a c t s  t o  h e d g e  t h e  c h a n g e s  i n  f a i r  v a l u e  o f  c e r t a i n  f o r e i g n  c u r r e n c y  d e n o m i n a t e d  
available-for-sale securities attributable to fluctuations in foreign currency exchange rates. Changes in the fair value of the hedged 
»uWh!!.'»M .e ,uctya!1Ions ln.sPot 'a'es are offset in Other (income) expense, net, by the fair value <-hang-c in the forward contracts 
S j ',0 spot "tie fluctuations. Hedge ineffectiveness was not material during 2007,2006 or 2005. Changes in the contracts' fair 
ne Th« forward differences are excluded from the designated hedge relationship and recognized in Other (income) expense 
net. These amounts were not significant for the years ended December 31,2007,2006 or 2005. 

„ • ,. J** faif va,ues of forward exchange contracts are reported in the following four balance sheet line items- Accounts 
receivable (current portion of gam position), Other assets (non-current portion of gain position), Accrued and other current liabilities 

P,i°n position), or Deferred income taxes and noncurrent liabilities (non-current portion of loss position) The cash 
flows from these contracts are reported as operating activities in the Consolidated Statement of Cash Flows. 

Interest Rate Risk Management 
^ Company way use interest rate swap contracts on certain investing and borrowing transactions to manage its net 

geS do°efnZT ̂  changesa"d,° reduce "a overall cost of borrowing. The Company does not^se lev^ge?^ and! 
general, does not leverage any of its investment activities that would put principal capital at risk. 
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. December 31,2007, the Company was a party to seven pay—floating, receive-fixed interest rate swap contracts 
designated as fair value hedges of fixed-rate notes in which the notional amounts match the amount of the hedged fixed-rate notes. 

swaPs matu"ng in 2011 with notional amounts of $125 million each; one swap maturing in 2013 with a notional amount 
of $500 million and four swaps maturing in 2015 with notional amounts of $250 million each. The swaps effectively convert the 
fixed-rate obligations to floating-rate instruments. The fair value changes in the notes are fully offset in interest expense by the fair 
value changes in the swap contracts. The fair values of these contracts are reported in Accounts receivable, Other assets Accrued and 
other current liabilities, or Deferred income taxes and noncurrent liabilities. The cash flows from these contracts are reported as 
operating activities in the Consolidated Statement of Cash Flows. 

Fair Value of Financial Instruments 
. Summarized below are the carrying values and fair values of the Company's financial instruments at December 31,2007 and 

2006. Fair values were estimated based on market prices, where available, or dealer quotes. 

2007 2006 

Carrying Value Fair Value Carrying Value Fair Value 

Assets 
Cash and cash equivalents 
Short-term investments 
Long-term investments 
Purchased currency options 
Forward exchange contracts 

5.336.1 
2,894.7 
7.159.2 

59.9 
62.1 

108.0 

5336.1 
2394.7 
7459.2 

593 
62.1 

1083 

5,914.7 
2,798.3 
7,788.2 

43.9 
11.1 
26.3 

1485.1 
5451.0 

'45.5 

53144 
2,798.3 
7,788.2 

43.9 
11.1 
26.3 

Liabilities 
Loans payable and current portion of _ 

long-teim debt $ 1,823.6 $ 1,828.4 $ 
Long-term debt 3,915.8 3,986.7 
Written currency options , 8.8 8.8 
Forward exchange contracts 3§28 j&g 

A summary of the December 31 carrying values and fair values of the Company's investments and gross unrealized gains 
and losses on the Company's avaitable-for-sale investments recorded, net of tax, in AOCI is as follows: 

1,284.3 
5,612.7 

255 

2007 
Carrying Fair Gross Unrealized 

Value Value Gains Losses 

Corporate notes and bonds 
U.S. Government and agency securities 
Mortgage-backed securities 
Municipal securities 
Asset-hacked securities 
Foreign government bonds 
Commercial paper 
Other debt securities 
Equity securities 

$ 5,465.0 S 5,465.0 $ 28.4 
1,748.4 1,748.4 325 

760.0 760.0 8.9 
744.6 744.6 13.3 
3134 3134 1.8 
269.9 269.9 0.7 
258.1 258.1 
343.9 343.9 145 
1503 150.8 973 

$ 10,053.9 $ 10,053.9 $ 196.8 

(20.7) 
(0.1) 

(0.2) 
(1-4) 
(0.6) 

(55) 
(28.5) 
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The amount of gross unrealized losses that were in a continuous loss position for more than 12 months was de minimis. 

2006 
Carrying Fair Gross Unrealized 

Value Value Gains Losses 

U.S. Government and agency securities 
. Commercial paper 

Municipal securities 
Mortgage-hacked securities 
Asset-backed securities 
Foreign government bonds . 
Repurchase agreements _ 
Other debt securities 
Equity securities. 

$ 

5,1893 .$ 5,1895 $ 73 
2,028.2._ 2,028.2 23 
1,110.2 1,110.2 

708,5 7Q85 4.3 
615.4 615.4 1.8 
456,5 . 456,5._ 0.8 
191.2 1913 
81.5 . 815 -

47.1 47.1 . 8.8. 
158.4 158.4... . 85.5 

103865 10,5865 ... 110.7 

(5-0) 
(3 7) 

xl.3./ 
(03) 
(0,4) 
(fi.7) 

"Ji ( 

deb, securi^m^ W"hin °"e ye3r ,0ta,ed $Z9 billion at December 31,2007. Of Ore remaining 

respectively of 3'' 2?? ̂  De5embe,r,31'2006 included *760.0 million and $615.4 million, 
respectively, ot AAA rated mortgage-backed securities issued or unconditionally guaranteed as to payment of principal and interest bv 
»hSJSSSIT ̂  ft™?2 milli°nand$456.5 miUion' ^pectively, of asset-backed secunfesuSnX aTof S V 
are highly-rated (Standard & Poor s rating of AAA or Moody's Investors Service rating of Aaa), secured primarily bv credit card, antn 
loan, and home equity receivables, with weighted-average lives of primarily 5 years orless pnmanly by credit card, auto 

Concentrations of Credit Risk 
• „ As P?" of,t? °ng°iJ?g control procedures, the Company monitors concentrations of credit risk associated with corporate 
issueis of securities and financial institutions with which it conducts business. We place our cash and investments in instruments that 
pcfnM h n't q"fhty standards'as ̂ edfied in °ur investment policy guidelinesPCredi, riskis SSit 
established to avoid a concentration with any single issuer or institution. exposure limits are 

December Km'^^r^/epreSent,ed' t a^r®?ate' aPPreximately one-sixth of the Company's accounts receivable at 
December 3I,2007. The Company monitors the creditworthiness of its customers to which it giants credit terms in the normal course of 
business. Bad debts have been minimal. The Company does not normally require collateral or other security to support credit sales. 
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6. Inventories 

Inventories at December 31 consisted of: 

2007 2006 

Raw materials and work in process 
Supplies 
Total ̂ apprpximates current cost) 
Reduction to UFO costs 

„ las: 
Inventories 
O ther assets 

-S - 382J1 X .403.8 
- 1,732.2 1,688.9 

111.1 9X8 
2,226.2 2,185.5 

s 2^26.2 $ 2,185.5 

$ 1,881.0 $ 1,769.4 
$ 345J s 416.1 

2006, respectively. Amoun'recogni^^ and,62°/° of inventories at December 31,20< 
representing inventories for products not expected to be sold within one year/tire inventories, 

7. Other Intangibles 

Other intangibles at December 31 consisted of: 

2007 2006 

Other ' ° - $ 1,656.3 $- 1,656.3 
Total acquired cost - 781,0 775.9 
Patents and product rights s 2,437.3 $ 2,432.2 
Other $ 1,449.4 $ 1,321.5 
Total accumulated amortization 274.7 166.8 

n, . . S 1.724.1 $ 1,488.3 

8. Joint Ventures and Other Equity Method Affiliates 

and was comprised"of the fol^vring;3'68 reflectS fte Performance of the Company's joint ventures and other equity method affiliates 

years Ended December 31 
2007 2006 2005 

Merck/Schering-Plough 
AstraZeneca LP $ 1,830,8 $ 1,218.6 $ 5704 
Other tH 820.1 783.7 0335 

„ 32541 292.1 313.2 
<'* j, • $ 2'976-5 $ 2,294.4 $ 1,717.1 

Merck/Schering-Plough 
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United States new prescription medicines in the cholesterol-management and respiratory therapeutic areas These agreements generally 
? of development costs and for co-promotion of approved products by each company. In 2001 the 

cholesterol-management partnership agreements were expanded to include all the countries of the world excluding Janan In 2002 
Se^Unt^ Smte?esWn2Toa0f Ch0'terl,0WTg « ,aUDched in United 

^^^chSchTrina-P^r0 °n ZeU<1 fd ^ton'"sale„s equaHy. exception of the first $300 millira of annual Zetia 
l . , ^ ^ ^ receives a greater share of profits. Operating income includes expenses that the Partners have 

„ ? J 5®?such jS,f Portl°n of manufacturing costs, specifically identified promotion costs (including 
l°~consiumer adveirtismg mid direct and identifiable out-of-pocket promotion) and other agreed upon costs for specific services 

Swa^.n~80m8 T resea ' maT et suPPort. market research, market expansion, as well as a specialty sales force and physician 
^ •^5rogramS- Expenses incurred m support of the MSP Partnership but not shared between the Partners such as marketing and 

^Penses (including certain sales force costs), as well as certain manufacturing costs, are not included in Equity income 
from affiliates. However these costs are reflected in the overall results of the Company. Certain research and devdwrnem^xp^e^e 
generally shared equally by the Partners, after adjusting for earned milestones. development expenses are 

promotion ofZeJtoand {5^™*'"''' ̂ 1651,60410 Meation ®volvingthe MSP Partnership and the Partners related to the sale and 

a T*?,e r^P»'?to'y therapeutic agreements provide for the joint development and marketing in the United States by the Partners 
winWm. fixed-combination tablet containing the active ingredients montelukast sodium and loratadine. Montelukast sodium a 
S if i.-rfcept?r Mftagntst. is sold by Merck as Singular and loratadine, an antihistamine, is sold by Schering-Plough as Claritin 
both of which are indicated for the relief of symptoms of allergic rhinitis. In August 2007, the Partners announced that the New Drug ' 

fihngfor montelukast sodium/loratadine had been accepted by the U.S. Food and Drug Administration ("FDA"! for 

Summarized financial information for the MSP Partnership is as follows: 

Years Ended December 31 
Sales 

Vytorin 
Zetia 

Materials and production costs 
Other expense, net 
Income before, taxes 
Merck's share of income before taxes ® 

December 31 

2007 
5486.2 
2,7794 
2,407.1 

216.0 
1407.2 
3,663.0 
14324 

2007 

2006 2005 
3484.1 $ 2,425.0 
1,955.3 . 1,028.3 

1,396.7 1,928.8 
1,028.3 
1,396.7 

179.0 93.0 
1417.1 1,079.0 
2,488.0 $ 1453.0 
14144 $ 564.5 

2006 

0) 

(21 
Total liabilities ® $ 1,014.0 

656.0 
$430.0 

511.0 

fhTh^pSparf °^ue MSP Par.tneJ"shiP 'f income before taxes differs from the equity income recognizedfrom 
and1heMSpnpartnershi^ y *° reC0Snition of certain transactions between the Company 

(> Amounts are comprised almost entirely of current balances. 
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AstraZeneca LP 
... u 19?2' Merc„k entered int0 311 agreement with Astra AB ("Astra") to develop and market Astra's products under a 

royalty-bearing license. In 1993, the Company's total sales of Astra products reached a level that triggered the first step in the 
establishment of a joint venture business carried on by Astra Merck Inc. ("AMI"), in which Merck and Astra each owned a 50% share. 
This joint venture, formed in 1994 developed and marketed most of Astra's new prescription medicines in the United States including 
Prilosec.lhe first of a class of medications known as proton pump inhibitors, which slows the production of acid from the cells of the 
stomach lining. 

In 1998, Merck and Astra completed the restructuring of the ownership and operations of the joint venture whereby the 
Company acquired Astra s interest in AMI, renamed KBI Inc. ("KBI"), and contributed KBI's operating assets to a new U.S. limits 
partnership, Astra Pharmaceuticals L.P. (the 'Partnership"), in exchange for a 1 % limited partner interest. Astra contributed the net 
assets of its wholly owned subsidiary, Astra USA, Inc., to the Partnership in exchange for a 99% general partner interest The 
Partnership, renamed AstraZeneca LP ("AZLP") upon Astra's 1999 merger with Zeneca Group Pic (the "AstraZeneca merger") 
became the exclusive distributor of the products for which KBI retained rights. 

While maintaining a 1 % limited partner interest in AZLP, Merck has consent and protective rights intended to preserve its 
business and economic interests, including restrictions on the power of the general partner to make certain distributions or dispositions. 
Furthermore, m limited events of default, additional rights will be granted to the Company, including powers to direct the actions of, or 
remove and replace, die Partnership s chief executive officer and chief financial officer. Merck earns ongoing revenue based on sales of 
current and futare KBI products and such revenue was $1.7 billion, $1.8 billion and $1.7 billion in 2007, 2006 and 2005 respectively 
primarily relating to sales of Nexium, as well as Prilosec. In addition, Merck earns certain Partnership returns which are recorded in 
Equity income from affiliates as reflected in the table above. Such returns include a priority return provided for in the Partnership 
Agreement, variable returns based in part, upon sales of certain former Astra USA, Inc. products, and a preferential return representing 
2? s, r® of AZI-P GAAP earnings. The AstraZeneca merger triggers a partial redemption of Merck's limited 

partnership interest m 2008. Upon this redemption, AZLP will distribute to KBI an amount based primarily on a multiple of Merck's 
average annual variable returns derived from sales of the former Astra USA, Inc. products for the three years prior to the redemption 
(the Limited Partner Share of Agreed Value"). 

In conjunction with the 1998 restructuring, for a payment of $443.0 million, which was recorded as deferred income Astra 
purchased an option (the Asset Option") to buy Merck's interest in the KBI products, excluding the gastrointestinal medicines Nexium 
and Prilosec (the "Non-PPI Products ). The Asset Option is exercisable in the first half of 2010 at an exercise price equal to the net 
present value as of March 31, 2008 of projected future pretax revenue to be received by the Company from the KBI products (the 
APP™se° Value > Merck also had the right to require Astra to purchase such interest in 2008 at the Appraised Value. In February 

2008, tee Company advised AZLP that it will not exercise the Asset Option. In addition, in 1998 the Company granted Astra an option 
5 ^ Merck s common stock interest in KBI, and, therefore, Merck's interest in Nexium and Prilosec, exercisable two years after 
Astra s purchase of Merck s interest in the Non-PPI Products. The exercise of this option by Astra is also provided for in the year 2017 
or if combined annual sales of the two products fall below a minimum amount provided, in each case, only so long as AstraZeneca's 
option in 2010 has been exercised. The exercise price is based on the net present value of estimated future net sales of Nexium and 
rnlosec as determined at the time of exercise, subject to certain true-up mechanisms. 

i. w" AstraZeneca merger constituted a Trigger Event under the KBI restructuring agreements. As a result of the merger 
m exchange for Merck s relinquishment of rights to future Astra products with no existing or pending U.S. patents at the time of the 
merger, Astra paid $967.4 million (the "Advance Payment"), which is subject to a true-up calculation in 2008 that may require 
repayment of all or a portion of this amount. The amount determined by the true-up calculation (the "True-Up Amount") is directly 
dependent on the fair market value in 2008 of the Astra product rights retained by the Company. Accordingly recognition of this 
contingent income has been deferred until the realizable amount is determinable in 2008. In 2007, the Company reclassified this amount 
to Accrued and other current liabilities from non-current liabilities as this true-up calculation will occur before the end of the second 
quarter of 2008. 

10! 



Table of Contents 

Under the provisions of the KBI restructuring agreements, because a Trigger Event has occurred, the sum of the Limited 
Partner Share of Agreed Value, the Appraised Vahie and the True-Up Amount is guaranteed to be a minimum of $4.7 billion. 
Distribution of the Limited Partner Share of Agreed Value and payment of the True-Up Amount will occur in the first half of 2008 and 
such amounts are anticipated to represent a substantial portion of the $4.7 billion. These payments will result in a pretax gain estimated 
to be $2.1 billion to $2.3 billion. AstraZeneca's purchase of Merck's interest in the Non-PPI Products is contingent upon the exercise 
of AstraZeneca's option in 2010 and, therefore, payment of the Appraised Value may or may not occur. 

In connection with the 1998 restructuring of AMI, the Company assumed a $2.4 billion par value preferred stock obligation 
with a dividend rate of 5% per annum, which is carried by KBI and included in Minority interests. While a small portion of the 
preferred stock carried by KBI is convertible into KBI common shares, none of the preferred securities are convertible into the 
Company's common shares and, therefore, they are not included as common shares issuable for purposes of computing Earnings per 
common share assuming dilution (see Note 16). 

Merial Limited 
In 1997, Merck and Rhdne-Poulenc S.A. (now Sanofi-Aventis S.A.) combined their animal health and poultry genetics 

businesses to form Merial Limited ("Merial"), a fully integrated animal health company, which is a stand-alone joint venture, equally 
owned by each party. Merial provides a comprehensive range of pharmaceuticals and vaccines to enhance the health, well-being and 
performance of a wide range of animal species. Merial sales were $2.4 billion for 2007, $2.2 billion for 2006 and $2.0 billion for 2005. 

Sanofi Pasteur MSD 
In 1994, Merck and Pasteur Mdrieux Connaught (now Sanofi Pasteur S.A.) established an equally-owned joint venture to 

market vaccines in Europe and to collaborate in the development of combination vaccines for distribution in Europe. Joint venture 
vaccine sales were $1.4 billion for 2007, $913.9 million for 2006 and $865.1 million for 2005. 

Johnson & Johnson'Merck Consumer Pharmaceuticals Company 
In 1989, Merck formed a joint venture with Johnson & Johnson to develop and market a broad range of nonprescription 

medicines for U.S. consumers. This 50% owned venture was expanded into Europe in 1993 and into Canada in 1996. In 2004, Merck 
sold its 50% equity stake in its European joint venture to Johnson & Johnson. Merck will continue to benefit through royalties on 
certain products and also regained the rights to potential foture products that switch from prescription to over-the-counter status in 
Europe. Sales of products marketed by the joint venture were $219.7 million for 2007, $252.6 million for 2006 and $253.3 million for 
2005. 

Investments in affiliates accounted for using the equity method, including the above joint ventures, totaled $3.9 billion at 
December 31,2007 and $3.5 billion at December 31,2006. These amounts are reported in Other assets. 

Summarized information for those affiliates (excluding the MSP Partnership disclosed separately above) is as follows: 

Years Ended December 31 2007 2006 2005 

S a t e - ' " "  -  $  1 0 , 5 6 4 . 0  $  1 0 , 3 9 3 . 7  S  9 , 3 7 9 . 6  
Materials and production costs 4,710.9 5,129.7 4,534.4 
Other expense, net 3,085.4 2J824.9 o'sWn 
Income before taxes 2,767.7 2,439.1 2,006.2 

December 31 2007 2006 

Current assets $ 7,431.5 $7,342.7 
Noncurrent assets , . 1,576.5 1,483.6 
Current liabilities 3,484.5 3,562.9 
Noncurrent liabilities 280.8 215.6 
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9. Loans Payable, Long-Term Debt and Other Commitments 

December 31 2006 also included tson n option of the holders on an annual basis. Loans payable at 

2007, upOTnoti^aUonftom^^r^Mket^gaK^tfei^d^e to^oviral'uki f?deemed b* 'heVompa^y in 
remarket the notes. Additionally Loans navaUe at iWmW t i innx • T ra?,®?'rt would not exercise its annual option to 
2007. In December 2W6, a fora^s^i^^ofentered'imo ml^Smnth'tltSI1 °M?te<irate notes, which matured in 
institution. At December 31,2007 and 2006 borrowintrs IESTKM^^I"I0° 'lne of credit with a financial 
are included in Loans payable. The weighted average interest rate fo^all nf ™ nullion and $90 million, respectively, and 
4.9% at December 31, 2007 and 20oTres^Ovety " ^ borrowln8s IDcluded *» Loans payable was 5.8% and 

Long-term debt at December 31 consisted of: 

4.75% notes due 2Q15 
4.375%notes due 2013 
6.4% debentures due 2028 
5.75% notes due 2036 
5.95% debentures due2028 . . .. 
5.125% notes due 201L 
6.3% debentures due 2026 
6.0% Astra note due 2008 
Variable-ratebcHTOwingdue2009 • ~ • "T "" 
Other . _ — — — 

fixed-rate C°DtraCtS Wb'Ch C°DVert the 475%' 4375%> 5.125% 

In September 2007, the Company redeemed its $300 million variable boirowings that were due in 2009 eaKsnsgggggt-
«  » . « • 3 5 ' " S i t  ® l h 3 5 £  S s t S  J S K -  M ° ~  2 « . » <  

10. Contingencies and Environmental Liabilities 

product liability, Sfecteal'prop^ legation S°wdfM?dd[tiona^maM°nSi<lerhd n0rmal t0 its ?,usiness' including 
records accruals for contingencies when it is probable thafa liahilitv hac 'toonal raaitters such as antitrust actions. The Company 
These accruals are adjusted periSical^ ^sessments * *d "nd ** am°Un'can ^"ably estimated 

2007 2006 

$ 1*0683 $ 13)175 
524.4 503.0 
4993 499.2 
497.7 497.6 
497.1 4975 
258.8 249.1 
247.9 247.8 

- 1,380.0 
3005 

3225 360.3 
ZZZsE- 3,915.8 $ 5,5515 
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change or additional information becomes available. For product liability claims, a portion of the overall accrual is actuarially 
determined and considers such factors as past experience, number of claims reported and estimates of claims incurred but not yet 
reported. Individually significant contingent losses are accrued when probable and reasonably estimable. Legal defense costs expected 
to be incurred in connection with a loss contingency are accrued when probable and reasonably estimable. 

The Company's decision to obtain insurance coverage is dependent on market conditions, including cost and availability, 
existing at the time such decisions are made. As a result of a number of factors, product liability insurance has become less available 
while the cost has increased significantly. The Company has evaluated its risks and has determined that the cost of obtaining product 
liability insurance outweighs the likely benefits of the coverage that is available and as such, has no insurance for certain product 
liabilities effective August 1,2004, including liability for products first sold after that date. The Company will continue to evaluate its 
insurance needs and the costs, availability and benefits of product liability insurance in the future. 

Vioxx Litigation 
Product Liability Lawsuits 

As previously disclosed, individual and putative class actions have been filed against the Company in state and federal courts 
alleging personal injury and/or economic loss with respect to the purchase or use of Vioxx. All such actions filed in federal court are 
coordinated in a multidistrict litigation in the U.S. District Court for the Eastern District of Louisiana (the "MDL") before District Judge 
Eldon E. Fallon. A number of such actions filed in state court are coordinated in separate coordinated proceedings in state courts in New 
Jersey, California and Texas, and the counties of Philadelphia, Pennsylvania and Washoe and Clark Counties, Nevada. As of 
December 31,2007, the Company had been served or was aware that it had been named as a defendant in approximately 26,500 
lawsuits, which include approximately 47,275 plaintiff groups, alleging personal injuries resulting from the use of Vioxx, and in 
approximately 262 putative class actions alleging personal injuries and/or economic loss. (All of the actions discussed in this paragraph 
are collectively referred to as the "Vioxx Product Liability Lawsuits".) Of these lawsuits, approximately 9,025 lawsuits representing 
approximately 26,275 plaintiff groups are or are slated to be in the federal MDL and approximately 15,575 lawsuits representing 
approximately 15,575 plaintiff groups are included in a coordinated proceeding in New Jersey Superior Court before Judge Carol E. 
Higbee. 

In addition to the Vioxx Product Liability Lawsuits discussed above, the claims of over 6,350 plaintiffs had been dismissed as 
of December 31,2007. Of these, there have been over 1,850 plaintiffs whose claims were dismissed with prejudice (i.e., they cannot be 
brought again) either by plaintiffs themselves or by the courts. Over 4,500 additional plaintiffs have had their claims dismissed without 
prejudice (i.e., subject to the applicable statute of limitations, they can be brought again). 

Merck entered into a tolling agreement (the "Tolling Agreement") with the MDL Plaintiffs' Steering Committee ("PSC") 
that established a procedure to halt the running of the statute of limitations (tolling) as to certain categories of claims allegedly arising 
from the use of Vioxx by non-New Jersey citizens. The Tolling Agreement applied to individuals who have not filed lawsuits and may 
or may not eventually file lawsuits and only to those claimants who seek to toll claims alleging injuries resulting from a thrombotic 
cardiovascular event that results in a myocardial infarction ("MI") or ischemic stroke ("IS"). The Tolling Agreement provided counsel 
additional time to evaluate potential claims. The Tolling Agreement required any tolled claims to be filed in federal court. As of 
December 31, 2007, approximately 13,230 claimants had entered into Tolling Agreements. The parties agreed that April 9,2007 was 
the deadline for filing Tolling Agreements and no additional Tolling Agreements are being accepted. 

On November 9, 2007, Merck announced that it had entered into an agreement (the "Settlement Agreement") with the law 
firms that comprise the executive committee of the PSC of the federal Vioxx MDL as well as representatives of plaintiffs' counsel in the 
Texas, New Jersey and California state coordinated proceedings to resolve state and federal MI and IS claims filed as of that date in the 
United States. The Settlement Agreement, which also applies to tolled claims, was signed by the parties after several meetings with 
three of the four judges overseeing the coordination of more than 95 percent of the current claims in the Vioxx Litigation (as defined 
below). The Settlement Agreement applies only to U.S. legal residents and those who allege that their MI or IS occurred in the United 
States. 
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based on objective, documented facts provided bv rlaimantc *2. . aemement Program to determine qualification 
factors. The conditions for a scieDtific evaluation of independent risk 
medical proof of an MI or IS (each as defined in the Settlement Aereemenrt8» k aLmjU7 gate reqnirln2 objective, 

$850 milliOT^H^la^^nce^g^^'Men^'s tota/payinOTffor'b^'^i^'of ^ ** ̂  claims and 
among qualifying claimants based on their individual evaluation While at this time le exaM nnmLr of ^ .amo™t to be al'ocaJed 

claimants coSw beginSs elrty as 
"*im M,id,*ll>" W*1 »f •» " "» 

XT r Atfter llj,e Settlement Agreement was announced on November 9,2007 iudees in the Federal Mnr r,i;o,~- -r , 
New Jersey State Coordinated Proceedings entered a series of orders we federal MDL, California, Texas and 
(2) required plaintiffs to register their claims by January 15 2008- f?l r«min> ni '• tifr "Sk™11 s a^e,d tbe'r respective litigations; 
preserve andproduce recoKd ife^rexX^XdMlTnnfreSI T^it1 Cas^s pendin,8 35 ofNovember 9,2007 to 
accelerated schedule. The Clark County, Nevada coordinated proLdtag was dro generaUy^yS.'0 s'miIar Productions on an 

plaintiffs wt die'gtSl'o6; IsT' SSo'fFeb^l MOr^an^c."1^^ taclnding ^ "7,000 
materials. The registration and enrollment materials cuircnSv ai heini 5 r ? claimants have started submitting enrollment 
administrator continues to receive^ermaSfrom^ntifTr ® ** el,g'b,h,y'aCCUracy and completeness. The claims 

September?2C0^^hhKw)Sly diS°l0Sed ̂  °UtCOnles of several Viox* Product Liability Lawsuits that were tried prior to 

with respect aad CCrtain significant that -curred in or after the fourth quarter of 2007 
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Mr. McDarby. The jury also concluded that, in each case, Merck violated New Jersey's consumer fraud statute, which allows plaintiffe 
to receive then- expenses for purchasing the drug, trebled, as well as reasonable attorneys' fees. The juiy awarded $4 5 million in 
compensatory damages to Mr. McDarby and his wife, who also was a plaintiff in that case, as well as punitive damages of $9 million 
On June 8,2007, Judge Higbee denied Merck's motion for a new trial. On June 15,2007, Judge Higbee awarded approximately 
54 million in the aggregate in attorneys' fees and costs. The Company has appealed the judgments in both cases and the Appellate 
Division held oral argument on both cases on Januaiy 16,2008. 

„,°n M^ch 2,7'. 2927' a-iuiyfound for Merek on a11 cunts »n Schwaller v. Merck, which was tried in state court in Madison 
Comity, nimois. The plauitiff moved for a new trial on May 25,2007. The plaintiff filed a supplemental motion for a new trial on 
JSo ' 2001. On December 11,2007, Judge Stack signed a consent order staying all post-trial activity in the case until March 
2008. 

On December 15,2006, the jury in Albright v. Merck, a case tried in state court in Birmingham, Alabama, returned a verdict 
for Merck on all counts. Plamhff appealed in July 2007 to the Alabama Supreme Court, but in December 2007, plaintiff agreed to stay 
his appeal pending his entry into the Settlement Program. ' 

• • AT*' .1?L2?®7; Judge Randy Wilson, who presides over the Texas Vioxx coordinated proceeding, dismissed the failure to 
warn claim of plaintiff Ruby Ledbetter, whose case was scheduled to be tried on May 14,2007. Judge Wilson relied on a Texas 
enacted in 2003 that provides that there can be no failure to warn regarding a prescription medicine if Ihe medicine is distributed with 
P DA approved labeling. Ttiere is an exception in the statute if required, material, and relevant information was withheld from the FDA 
tot would have led to adifferent decision regarding the approved labeling, but Judge Wilson found that the exception is preempted by 
federal law unless the FDA finds that such information was withheld. Judge Wilson is currently presiding over approximately 1 000 
Vioxx suits in Texas in which a principal allegation is failure to warn. Judge Wilson certified the decision for an expedited appeal to the 
Texas Court of Civil Appeals. Plaintiffs have appealed the decision. On October 11,2007, Merck filed a motion to abate the hearing of 
to appeal until after the U.S. Supreme Court's decision in Warner Lambert v. Kent, which is to be decided in 2008. On October 25 
2007, the Texas Court of Appeals denied Merck's motion to abate. The parties are currently briefing the appeal. The Company expects 
oral argument to be set sometime in the spring of 2008. 

• e 7!?!y 2006' 'n Doherty v- Merck' 'n Superior Court of New Jersey, Law Division, Atlantic County, a jury returned a verdict 
m favorof the Company on all counts. The jury rejected a claim by the plaintiff that her nearly three years of Vioxx use caused her heart 

The jury also found in Merck's favor on the plaintiffs consumer fraud claim. Plaintiff filed a motion for a new trial in August 

2006. On December 21,2007, Judge Higbee denied plaintiffs motion for a new trial without prejudice in light of plaintiffs expressed 

intention to participate in the Settlement Program. K 

A consolidated trial, Hermans v. Merck and the retrial of Humeston v. Merck, began on January 17,2007, in the coordinated 
proceeding in New Jersey Superior Court before Judge Higbee. Humeston v. Merck was first tried in 2005, resulting in a jury verdict in 
favor of Merck on November 3,2005. However, on August 17,2006, Judge Higbee set aside the November 2005 jury verdict and 
ordered a new trial on the grounds of newly discovered evidence. 

• ^ Hdmans/Humeston trial was separated into two phases: a general phase regarding Merck's conduct and a 
plaintiff specific phase. On March 2,2007, the jury found for Merck in the general phase on the Hermans failure to warn claim and the 
consumer fraud claim was subsequently submitted to Judge Higbee for decision. On March 12,2007, the jury found for plaintiffs in the 

casaLawarding compensatory damages to Mr. Humeston in the amount of $ 18 million and to Mis. Humeston in the amount 
ot 52 million. The jury also awarded $27.5 million in punitive damages. Merck has moved for a judgment notwithstanding the verdict a 
new trial,or reduction of the award. These and other post-trial motions are currently pending. On December 11,2007 the Court 
dismissed the motion for new trial without prejudice in Hermans. 

i • . , °" July,31' 2007> New Jersey Appellate Division unanimously upheld Judge Higbee's dismissal of Vioxx Product 
Liability Lawsuits brought by residents of the United Kingdom. Plaintiffs had asked the New Jersey Supreme Court to review the 
decision. On November 15,2007, the New Jersey Supreme Court declined to review the decision. 
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. Merck voluntarily withdrew Vioxx from the market on September 30,2004. Most states have statutes oflimitations for 
product habihty claims of no more than three years, which require that claims must be filed within no more than three years after the 
plaintitts learned or could have learned of their potential cause of action. As a result, some may view September 30 2007 as a 
si^uficant deadline for filing Vioxx cases. It is important to note, however, that the law regarding statutes oflimitations can be complex 
and variable, depending on the facts and applicable law. Some states have longer statutes oflimitations. There are also arguments that 
me statutes of limitations began running before September 30,2004. New Jersey Superior Court Judge Higbee and Federal District 
Court Judge Fallon have issued orders in cases from New Jersey and eight other jurisdictions ruling that the statutory period for mairina 
Vioxx personal injury claims has passed. Judge Higbee's order was issued on October 15,2007 and Judge Fallon's was issued on 
November 8, 2007. i 

The following chart sets forth the results of all U.S. Vioxx Product Liability trials to date. Juries have now decided in favor of 
* i?mKny, tnT1?s and ln P'amtiffs' favor five times. One Merck verdict was set aside by the court and has not been retried 
Another Merck verdict was set aside and retried, leading to one of the five plaintiff verdicts. There have been two unresolved mistrials. 
With respect to the five plaintiffs verdicts, Merck has filed an appeal or sought judicial review in each of those cases, and in one of 

Settlement Program damage award after trial- Certain of the plaintiffs in the trials listed below may be eligible for the 

Verdict Date 
Aug. 19,2005 

Nov. 3,2005 and 
March 12,2007 

Plaintiff 
Ernst 

Humeston 

State or 
Federal 
Court Result 

Texas Verdict for Plaintiff 

New Jersey 

Dec. 12,2005 and Feb. 
17,2006 

April 5,2006 

Plunkett 

McDarby 

Federal 

N.J. 

Verdict for Merck, then 
judge set aside the 
verdict, ordering a new 
trial, which resulted in a 
verdict for Plaintiff. 

Verdict for Merck, judge 
then set aside the verdict 

Verdict for Plaintiff 

Comments 
Jury awarded Plaintiff $253.4 million; the 
Court reduced amount to approximately 
$26.1 million plus interest. The judgment 
is now on appeal. 

In the 2005 trial, the jury found for Merck. 
In August 2006, the Court set aside the 
verdict, and ordered a new trial for 
January 2007. 

At the conclusion of the 2007 trial, the 
jury awarded Plaintiff a total of $47.5 
million in damages. The jury also awarded 
Plaintiff the nominal stun of $36.00 on 
their Consumer Fraud Act claim. Merck 
has moved for a judgment notwithstanding 
the verdict, a reduced verdict amount, and 
for a new trial. These motions are still 
pending. 

Merck prevailed in the February 2006 
retrial. The Court set aside the February 
2006 verdict m May 2007. No date has 
been set for a new trial. 

Plaintiff was awarded $13.5 million in 
damages. In June 2007, the Court awarded 
Plaintiffs in this and the Cona claim tried 
with it approximately $4 million in 
attorneys* fees and costs. Merck has 
appealed the judgment including the 
award of attorney's fees and costs. 
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Verdict Date Plaintiff 
April 5,2006 Cona 

State or 
Federal 
Court Result 

NJ. Verdict for Merck on 
failure to warn claim 

April 21,2006 

July 13, 2006 

Aug, 2,2006 

Aug. 17,2006 

Garza 

Doherty 

Barnett 

Texas Verdict for Plaintiff 

N.J. Verdict for Merck 

Grossberg California Verdict for Merck 

Federal Verdict for Plaintiff 

Sept 26,2006 

Nov. 15,2006 

Dec. 13,2006 

Dec. 15,2006 

Smith 

Mason 

Dedrick 

Albright 

Federal 

Federal 

Federal 

Verdict for Merck 

Verdict for Merck 

Verdict for Merck 

Alabama Verdict for Merck 

Jan. 18,2007 Arngale/Appell California Mistrial declared after 
the jury deadlocked 

March 2, 2007 Hermans New Jersey Verdict for Merck on the 
failure to warn claim 

March 27,2007 Sehwaller Illinois Verdict for Merck 

Oct. 5,2007 Kozic Florida Verdict for Merck 

Comments 
The jury found for Merck on the failure to 
warn claim. The jury awarded Plaintiff die 
nominal sum of $135.00 for his Consumer 
Fraud Act claim. In June 2007, the Court 
awarded Plaintiffs in this and the 
McDarhv claim tried with it 
approximately $4 million in attorneys' 
fees and costs. Merck has appealed the 
judgment including the award of 
attorney's fees and costs. 

Judge reduced $32 million jury award to 
$8.7 million plus interest. Merck filed an 
appeal on March 20,2007. 

The Court denied the motion for new trial 
without prejudice pending Plaintiff's entry 
into the Settlement Program. 

Plaintiff's motion for a new trial was 
denied, and his subsequent appeal was 
dismissed. 

Jury awarded Plaintiff $51 million in 
damages. The judge ruled the award was 
"grossly excessive," and reduced the 
award to $1.6 million. Merck has 
appealed the Judgment to the Court of 
Appeals. 

Plaintiff's motion for a new trial was 
denied in May 2007. 

Plaintiff appealed in July 2007 to the 
Alabama Supreme Court, but in 
December 2007, Plaintiff agreed to stay 
his appeal pending his entry into the 
Settlement Program. 

Jury failed to return verdicts in cases filed 
by two Plaintiffs who alleged Vioxx 
contributed to their heart attacks. These 
cases are now stayed. 

The jury found for Merck on the failure to 
warn claim. The parties submitted the 
Consumer Fraud Act claim to the Court 
for resolution. This remains pending but 
subject to the stay. 

Plaintiff moved for a new trial. On 
December 11,2007, Judge Stack signed a 
consent order staying all post-trial 
activity in the case until March 2008. 

In December 2007, Plaintiff filed an 
appeal but agreed to an order staying all 
other post-trial activity pending his entry 
into the Settlement Program. 

108 



Table of Contents 

Other Lawsuits 
Ceii rh oc Aly disclosed, on July 29,2005, a New Jersey stale trial court certified a nationwide class of third-party payors 
lliJd iTariff 1 insurance plans) that paid m whole or in part for the Vioxx used by their plan members orhtaur^ Tie 
m^hwc vi m ? ̂  sought recovery of certain Vioxx purchase costs (plus penalties) based on allegations that the purported class 

t TV* -311 2 W0"ld,hav,e had they of the product's alleged risks. On March 31,2006 theNew Jersey 
ih 1^? v Division, affirmed the class certification order. On September 6,2007, the New Jersey Supreme Court 

KSt CWm^fTelb, ? iar!LaCt^n of payors, finding that the suit does not meet the requirements for a 
class action. Claims of certon individual third-party payors remain pending in the New Jersey court, and counsel purporting to 

s,S nUm ofthlrd~party payors has threatened t0 fiIe numerous additional such actions. Activity in ft^ndmg cases is 

are also pending in various U.S. courts putative class actions purportedly brought on behalf of individual purchasers or 
users of Vioxx and claiming either reimbursement of alleged economic loss or an entitlement to medical monitoring All of these cases 
sLlJr /r̂ Z^, TSeSJ andr °,IaSS 1138 b6en fertified-In New Jersey, the trial court dismbsedle compS in the ctsTof 
to e Statewide medical monitoring class. The Appellate Division reversed the dismissal, and the issue is now on appeal to the New Jersey Supreme Court. That court heard argument on October 22,2007. PP 

previously reported, the Company has also been named as a defendant in separate lawsuits brought bv the Attomevs 
Genend of seven states and the City of New York. A Colorado taxpayer has also filed a Srivat.vestatonbehTlfoftae StateT 

"aming. 9ompa.ny, These actions allege that the Company misrepresented the safety of Vioxx and seek (i) recovery of the 
cost of Vioxx purchased or reimbursed by the state and its agencies; (ii) reimbursement of all sums paid bv the state and its agencies fnr 
rdtCvario^^^l%^^ent 0fperS,°",S ittjured by Vioxx' (»'') daiW» under various tew 
^IfnoStiS taLH^nn'Thr0"68' mCLUdlnv! State C0PS!uner fraud and/or fair business practices or Medicaid fraud statutes, including 
A ^addition,the Company has been named m two other lawsuits containing similar allegations filed bv governmental 
entities seeking the reimlnirsement of alleged Medicaid expenditures for Vioxx. Those lawsuits are (1) a class action filed bv 
With the^c^rtlnn of A,fonaa of a" similarly situated California counties, and (2) an action filed by Erie County New York 
2no5riIndth?M v tf f3?15 lled by (which remains in Texas state court and is currently scheduled for trial in Spprnmber 
2008) and the New York Attorney General and Erie County cases (which are pending transfer) the rest of the actions described in this 
paragraph have been transferred to the federal MDL and have not experienced significant activity todate * 

Shareholder Lawsuits 
As previously disclosed, in addition to the Vioxx Product Liability Lawsuits, the Company and various current and former 

se^nritf I ?,'L"Ijlre defendants m various putative class actions and individual lawsuits under the federal securities laws and state 
'?£s <*» Securities Lawsuits"). All of the Vioxx Securities Lawsuits pending in federal court havTSmLTe^bv 

District JudKStentavT^Chester ^ "JPI^L") l.°th®. ̂ ?",ed States District Court for the District of New Jersey before 
uistrict Judge Stanley R. Chester for inclusion m a nationwide MDL (the "Shareholder MDL"). Judge Chesler has consolidated the 
lTl^.Unt'ZLaV,U?±r allpurposes' The Putative class action, which requested damages on bftelK 
stock between May 21,1999 and October 29,2004, alleged that the defendants made false and misleading statements regarding Vioxx 
m violation of Sect,ons 10(b) and 20(a) of the Securities Exchange Act of 1934, and sought WspS clm^So^lWef Si 
anatast li '"d f d8 aftorateys fees- The complaint also asserted claims under Section 20A of the Securities and Exchange Act 
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pse Management Order governing the Shareholder MDL, the case, which is based on the same alienations as the Vinrr 
AStT20^In 200?T itTh'®8 L?ws"its: Defends' motion to dismiss the pension fund's complaint was filed 

on August 3,2007. In September 2007, the Dutch pension fund filed an amended complaint rather than responding to defendants' 
®S^Sm'SS;In in 2007',s« new complaints were filed in the District ofNew JSEySbSSf ofSis&KT 

^ investors also alleging violations of federal secunties laws as well as violations of state law against the Company and 

t0 10111656 complaints unlilafter ,he ̂  "issues a decision °"*e 

- As previously disclosed, on August 15,2005, a complaint was filed in Oregon state court by the State of Oregon through the 
USTT" °",be^lf0fthe Oregon Public Employee Retirement Fund against the Ed certain 

officers and directors under Oregon secunties law. A trial date has been set for October 2008. 

. M Previously disclosed, various shareholder derivative actions filed in federal court were transferred to the Shareholder 
MDLand1 consolidatedI for all purposes by Judge Chesler (the "Vioxx Derivative Lawsuits"). On My5MKS?Che^anVed 
rh^™r„H°"° d™ Pontiffs' request for leave to amend their complaint. Pl^tiffs apfeal^SgffiSge 

. r? T leave to amendtheir complaint with materials acquired during discovery. On July 18 2007 the 
United States Court of Appeals for the Third Circuit reversed the District Court's decision on the grounds that Judge Chesler should 
havei allowed plaintiffs to make use of the discovery material to try to establish demand futility, and remanded the case for the District 
PVtOTnj?0!1 of whether, even with the additional materials, plaintiffs' request to amend their complaint would still be futile 
Plaintiffs filed their bnef in support of their request for leave to amend their complaint in November 2007. That motion is pending. 

In addition, w previously disclosed, various putative class actions filed in federal court under the Emnlovee Retirement 
Income Security Act ( ERISAJ) against the Company and certain current and former officers and directors (the " Vioxx ERISA 
Lawsuits and, together with the Vioxx Secunties Lawsuits and the Vioxx Derivative Lawsuits the "Vinrr qhstrehnMn- r u„ 
c^ronhrComDMv^rameml and consoIidated for al1 puiposes. The consolidated complaint asserts claims on behalf of V6 

°T!CrPfny .™rre"t an.d fprerer employees who are participants m certain of the Company's retirement plans for breach of 
fiduciary duty. The lawsuits make similar allegations to the allegations contained in the Vioxx Securities Lawsuits On Julv 11 2006 
Z^S?f,ed|m PV- ̂  d,ened part defendants' to dismiss the ERISA compel fa October ifS? ffitiffs moved 

who were participants in and beneficiaries of the Company's retirement savings plans at anv 

allegedly causing damage to die Company with respect to the allegedly improper marketing of Vioxx. In December 2004 the Special 
oftta Board of Directors retained the Honorable John S. Martin, Jr. of Debevoise & Plimpton LLP to conduct an 

SK^^?^20066 Ba^°on0|th a?on® fiJf thin,f'^legations set forth in the demand. Judge Martin's report was made public in 
September'2006. Based on the Special Committee s recommendation made after careful consideration of the Martin reDort and the 
impact that derivative litigation would have on the Company, the Board rejected the demand. On October 11 2007 the shareholders 
Botda s S m H C0Unly' Nui aga!fSt current and executives and directors of the Co jplny atging tha. the TlZii S to m^kt™d ^ UnreaSonable ®d proper, and that the defendants breached various duties to the Company in 

International Lawsuits 
i;.- As previously disclosed, in addition to the lawsuits discussed above, the Company has been named as a defendant in 
Ar^^ASIfa, T^,TdTradUntneS (c°UeC,lvely' "Vioxx Forei8n ^wsuits") in Europe, as well as Canada, Brazil, 
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Additional Lawsuits 
. ,. Based on media reports and other sources, the Company anticipates that additional Vioxx Product Liability Lawsuits PWr 

Insurance 
i previously disclosed, the Company has product liability insurance for claims brought in the Vioxx Product Liability 

.Upp^ h"uts°( approximately $630 million after deductibles and co-insurance. This insurance provides coverage 
for legal defense costs mid potential damage amounts in connection with the Vioxx Product Liability Lawsuits The Conroanv's 
insurance coverage with respect to the Vioxx Lawsuits will not be adequate to cover its defense costs and losses. 

to all ofthe^ZS^thC ComPany,s"PP?r level excess insurers (which provide excess insurance potentially applicable 
ohiiiaHouf ^ ̂  commenced an arbitration seeking, among other things, to cancel those policies, to void all of their 
obligations imder those policies and to raise other coverage issues with respect to the Vioxx Lawsuits. As previously disclosed, in 
th f.' ® httamal in the aibitration ruled in the Company's favor ordering the upper level excess insurers to comply with 
their obligations under the policies. The Company recorded a $455 million gain in the fourth quarter as a result of certain other 
wiftf am^navrnpr^K H" l S d®®ls.,on>^ additl0n' P™>r t0 recording the gain in the fourth quarter of 2007, as a result of settlements 
*144 mifiin^Tkp%^ "r^ln °.f '.ts insurers, the Company had previously received insurance proceeds of approximately 
for n ^!t • mpany ?s claims that have not yet been resolved against lower level excess insurers to obtain reimbursement 
for amounts paid in connection with Vioxx Product Liability Lawsuits. As a result of settlements that have already been the 
&Weltosm^ 1 1™itsfdiscussed ®the flrst Paragraph of this section. The resolution of claims against 
of InnrovtrnfiP^Tl f i , T°f of lnsUTance that's recovered for these claims. Other than the remaining coverage 
L^m$15 6X0658 lnSUrer8',he Company has no additional insurance for the Vioxx Product 

The Company has Directors and Officers insurance coverage applicable to the Vioxx Securities Lawsuits and Vimr 
£e™aL™sults with stated upper limits of approximately $190 millionP The Company^h^Fidud™d~^^Tfor the 
cov^E^fo^^SmTsho,ddat^r hmi.ts °f aPPro^"\ately $275 million. As a result of the arbitration, additional insurance 
riskfAerpa^d?^ft^^tl also be available, if needed, under upper-level excess policies that provide coverage for a variety of 

""J. ̂  usurers about the availability of some or all of the Company's insurance coverage for these claims 
thanthTsSedupper°limi^ PUteS' ai°0UlltS aCtna"y recovered under ** Policies discussed in this paragraph may be less 

Investigations 
. r . . As previously disclosed, in November 2004, the Company was advised by the staff of the SEC that it was commencing an 
informal inquiry concerning Vioxx On January 28,2005, the Company announced that it received notice that the SEC issued a formal 
notice of investigation Also, the Company has received subpoenas from the U.S. Department of Justice (the "DOJ") requesting 
information related to the Company's research, marketing and selling activities with respect to Vioxx in a federal health care 
ISrtaSin8riil« IVTP" cnmma'sta™ej-In addition, as previously disclosed, investigations are being conducted by local authorities in 

"th ri,r0P° m r determine whether any criminal charges should be brought concerning Vioxx. The Company is 
, these governmental entities in their respective investigations (the "Vioxx Investigations"). The Companycannot 

predict the outcome of these inquiries; however, they could result in potential civil and/or criminal dispositions. 

As previously disclosed, the Company has received a number of Civil Investigative Demands ("CID") from a groun of 
protection Uws^h^V* ^iPr"0' °f °?lumbia wbo are investigating whether the Company violated state wnsumer 
protection laws when marketing Vioxx. The Company is cooperating with the Attorneys General in responding to the CIDs 
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In addition, the Company received a subpoena in September 2006 from the State of California Attorney General seeking 
°f ^ 00 CaHfornia'S formula^ is with 

Reserves 
As discussed above, on November 9,2007, Merck entered into the Settlement Agreement with the law firms that comprise 

mrlfWo™'w1fnitte!J?f "j®5 .PSC of ^ federal^ MDL as well as representatives of plaintiffs' counsel in the Texas, New Jersey 
and California state coordinated proceedings to resolve state and federal MI and IS claims filed as of that date in the United States. The 
Settlement Agreement, which also applies to tolled claims, was signed by the parties after several meetings with three of the four judges 
overseeing the coordination of more than 95 percent of the current claims in the Vioxx Litigation. The Settlement Agreement applies 

f A 6g reSI, ,? ^ld wh° allege that their MI or IS occurred in the United States. As a result of entering into the 
wWei *• •«"«- •—>"»*> 

• . Company currently anticipatesi that a number of Vioxx Product Liability Lawsuits will be tried throughout 2008. A trial 
sf^J"TJ? ca??ls schedified for 2008, but the Company cannot predict whether this trial will proceed on schedule or the 

timing of any of the other Vwxx Shareholder Lawsuit trials. The Company believes that it has meritorious defenses to the Vioxx 
Lawsuits and will vigorously defend against them. In view of the inherent difficulty of predicting the outcome of litigation particularly 
where there are many claimants and the claimants seek indeterminate damages, the Company is unable to predict the outcome of these 

reasona^y estimate the possible loss or range of loss with respect to the Vioxx Lawsuits not included in 
Wln^t A! Tif, Company has not established any reserves for any potential liability relating to the Vioxx Lawsuits not 
included in the Settlement Program or the Vioxx Investigations, including for those cases in which verdicts or judgments have been 

th® Company, and are now in post-verdict proceedings or on appeal. In each of those cases the Company believes it has 
strong points to raise on appeal and therefore that unfavorable outcomes in such cases are not probable. Unfavorable outcomes in the 
Vioxx Litigation could have a material adverse effect on the Company's financial position, liquidity and results of operations. 

, l"egaJ ~efens? coat.s l°be incurred in connection with a loss contingency are accrued when probable and reasonably 
estimable. As of December^, 2005, the Company had a reserve of $685 million solely for its future legal defense costs related to the 
Vioxx Litigation. Dunng 2006, the Company spent $500 million in the aggregate in legal defense costs related to the Vioxx Litigation 

Vl0^ Ll,tlg,a"0n")-111 tbe second 9uarter and third quarter of2007, the Company recorded charges of 
$210 million and $70 million respectively, to increase the reserve solely for its future legal defense costs related to the Vioxx Litigation. 
In increasing the reserve, the Company considered the same factors that it considered when it previously established reserves for the 

'"'he f«{*h 9*^, the Company spent approximately $200 million in Vioxx legal defense costs which resulted in a 
reserve of $522 million at December 31,2007 for its future legal defense costs related to the Vioxx Litigation. After entering into the 
Settlement Agreement, the Company reviewed its reserve for the Vioxx legal defense costs and allocated approximately $80 million of 
its reserve to Merck s anticipated ftature costs to administer the Settlement Program. Some of the significant factors considered in the 
review of the reserve were as follows: the actual costs incurred by the Company; the development of the Company's legal defense 
stiategy and structure m light of the scope of the Vioxx Litigation, including the Settlement Agreement and the expectation that the 
Settlement Agreement will be consummated, but that certain lawsuits will continue to be pending; the number of cases being brought 
against the Company; tile costs and outcomes of completed trials and the most current information regarding anticipated timing, 
progression, and related costs of pre-trial activities and trials in the Vioxx Product Liability Lawsuits. Event such as scheduled trials 
disp^ftiOTof^Vojcr^Product"*2°°9' ̂  mherent inabili,yt0 predict the ultimate outcomes of such trials and the 
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Liability Lawsuits not participating in or not eligible for the Settlement Program, limit the Company's ability to reasonably estimate its 
legal costs beyond 2009. Together with the $4.85 billion reserved for the Settlement Program, the aggregate amount of the reserve 
established for die Vioxx Litigation as of December 31,2007 is approximately $5,372 billion (the "Vioxx Reserve"). As of 
December 31,2007, $2.122 billion of the Vioxx Reserve is included in Accrued and other current liabilities in the Consolidated Balance 
Sheet. 

While the Company does not anticipate that it will need to increase the reserve every quarter, it will continue to monitor its 
legal defense costs and review the adequacy of the associated reserves and may determine to increase its reserves for legal defense costs 
at any time in the future if, based upon the factors set forth, it believes it would be appropriate to do so. 

Other Product Liability Litigation 

As previously disclosed, the Company is a defendant in product liability lawsuits in the United States involving Fosamax 
(the "Fosamax Litigation^. As of December 31,2007, approximately 403 cases, which include approximately 911 plaintiff groups had 
been filed and were pending against Merck in either federal or state court, including 7 cases which seek class action certification, as 
well as damages and medical monitoring. In these actions, plaintiffs allege, among other things, that they have suffered osteonecrosis of 
the jaw, generally subsequent to invasive dental procedures such as tooth extraction or dental implants, and/or delayed healing, in 
association with the use of Fosamax. On August 16,2006, the JPML ordered that the Fosamax product liability cases pending in federal 
courts nationwide should be transferred and consolidated into one multidistrict litigation (the "Fosamax MDL") for coordinated 
pre-trial proceedings. The Fosamax MDL has been transferred to Judge John Keenan in the United States District Court for the 
Southern District of New York. As a result of the JPML order, approximately 350 of the cases are before Judge Keenan. Judge Keenan 
has issued a Case Management Order setting forth a schedule governing the proceedings which focuses primarily upon resolving the 
class action certification motions in 2007 and completing fact discovery in an initial group of 25 cases by August 1,2008. Briefing and 
argument on plaintiffs ' motions for certification of medical monitoring classes were completed in 2007 and Judge Keenan issued an 
order denying the motions on January 3,2008. On January 28,2008, Judge Keenan issued a further order dismissing with prejudice all 
class claims asserted in the first four class action lawsuits filed against Merck that sought personal injury damages and/or medical 
monitoring relief on a class wide basis. Discovery is ongoing in both the Fosamax MDL litigation as well as in various state court cases. 
The Company intends to defend against these lawsuits. 

As of December 31,2007, the Company had a remaining reserve of approximately $27 million solely for its future legal 
defense costs for the Fosamax Litigation. Some of the significant factors considered in the establishment of the reserve for the Fosamax 
Litigation legal defense costs were as follows: the actual costs incurred by the Company thus far; the development of the Company's 
legal defense strategy and structure in light of the creation of the Fosamax MDL; the number of cases being brought against the 
Company; and the anticipated timing, progression, and related costs of pre-trial activities in the Fosamax Litigation. The Company will 
continue to monitor its legal defense costs and review the adequacy of the associated reserves. Due to the uncertain nature of litigation, 
the Company is unable to estimate its costs beyond 2009. The Company has not established any reserves for any potential liability 
relating to the Fosamax Litigation. Unfavorable outcomes in the Fosamax Litigation could have a material adverse effect on the 
Company's financial position, liquidity and results of operations. 

Commercial Litigation 

As previously disclosed, the Company was joined in ongoing litigation alleging manipulation by pharmaceutical 
manufacturers of Average Wholesale Prices ("AWP"), which are sometimes used in calculations that determine public and private 
sector reimbursement levels. In 2002, the JPML ordered the transfer and consolidation of all pending federal AWP cases to federal 
court in Boston, Massachusetts. Plaintiffs filed one consolidated class action complaint, which aggregated the claims previously filed in 
various federal district court actions and also expanded the number of manufacturers to include some which, like the Company, had not 
been defendants in any prior pending case. In May 2003, the court granted the Company's motion to dismiss the consolidated class 
action and dismissed the Company from the class action case. Subsequent to the Company's dismissal, the plaintiffs filed an amended 
consolidated class action complaint, which did not name the Company as 
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5SEffi5£S3fi£SK3SH^S«BSE: 
are beii^defended. P^y W3S a defendant ln state cases brought by the Attorneys General of eleven states, all of which 

were^sndss«l^S °f ^ resolution of the gowrame^wMtiga^M^sc^^^^wftte^Mfm^is^ase w^UftedMid^he^ 

xi , ,i" April 2005, the Company was named in a qui tam lawsuit under the Nevada False Claims Act The suit in n/hiM, »h„ 

YoA ^ate Atto^v Gen^rar s Office^ I' 2°°®' ^ ̂P®"® and_the MSP Partnership each received two subpoenas fiom the New 
a SLn1^WSRS^? s Office seeking smnlar information and documents. Merck and Schering-Plough have also each rewived 

investigations and working with Scherfng-PloJ^rCnd^^SSri^toSh^a h 

Governmental Proceedings 

programs and samploUn AprilloM^^ompm^ecdJ^^^^^ frtoSf 
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1994 and 2001. To resolve these matters, the Company agreed to pay approximately $649 million, plus interest and reasonable fees and 
e*P®nses to the federal government, 49 states participating in the Medicaid program and the District of Columbia. In the fourth quarter 
of2007, the Company recorded a pretax charge of $671 million in connection with the anticipated resolution of these investigations 
Each of the mvestigatrons described in the preceding paragraph has been resolved as part of these settlement agreements. 

The settlements described above arose out of civil actions filed under seal in the U.S. District Courts located in Philadelphia 
and New Orleans. Both actions contained allegations involving past pricing programs. Tie Philadelphia settlement relates to past 
programs in which the Company ofTered hospitals significantly discounted prices on certain medications, including Mevacor, Vioxx and 
Zocor. In the Philadelphia matter, the government alleged that the Company improperly excluded certain discounts — those which were 
nominal m amount — from its best price reported to Medicaid under the Medicaid Rebate Agreement. The Philadelphia action also 
related to certain marketing and sales programs conducted between 1997 and 2001. The Philadelphia settlement accounts for 
$399 million plus interest of the total settlement amount. 

The New Orleans settlement resolves a civil action containing allegations involving pricing discounts offered to hospitals for 
Pepcid. The original pricing program, known as the Flex Program, was launched in 1994 and continued to operate as the Flex-NP 
Program until its termination in April 2001. The New Orleans settlement accounts for $250 million plus interest of the total settlement 
amount. 

In connection with these settlements, the Company entered into a corporate integrity agreement with the Department of 
Health and Human Services, which incorporates the Company's existing, comprehensive compliance program governing its 
pharmaceutical sales and marketing activities in the United States. 

As previously disclosed, the Company had received a letter from DOJ advising it of the existence of a civil complaint 
brought under the qui tam provisions of the False Claims Act alleging that the Company violated certain rules related to its calculations 
of best price and other federal pricing benchmark calculations, certain of which may affect the Company's Medicaid rebate obligation 
DOJ has informed the Company that it does not intend to intervene in this action and has closed its investigation. The lawsuit has now 
been dismissed. 

The 9ompany has coopered with all of these investigations. In addition to these investigations, from time to time, other 
federal, state or foreign regulators or authorities may seek information about practices in the pharmaceutical industry or the Company's 
business practices in inquiries other than the investigations discussed in this section. It is not feasible to predict the outcome of anv such 
inquiries. 

Vaccine Litigation 

As previously disclosed, the Company was a party in claims brought under the Consumer Protection Act of 1987 in the 
United Kingdom, which allege that certain children suffer from a variety of conditions as a result of being vaccinated with various 
bivalent vaccines for measles and rubella and/or trivalent vaccines for measles, mumps and rubella, including the Company's M-M-R 
II. The conditions include autism, with or without inflammatory bowel disease, epilepsy, encephalitis, encephalopathy, Guillain-Barre 
syndrome and transverse myelitis. All of the remaining cases have been discontinued or struck out by the Court and the group litigation 
has concluded. There are no claims outstanding against Merck. As previously disclosed, the Company is also a party to individual and 
class action product liability lawsuits and claims in the United States involving pediatric vaccines (e.g., hepatitis B vaccine) that 
contained thimerosal, a preservative used in vaccines. Merck has not distributed thimerosal-containing pediatric vaccines in the United 
States since the fall of2001. As of December 31,2007, there were approximately 234 active thimerosal related lawsuits with 
approximately 425 plaintiffs. Other defendants include other vaccine manufacturers who produced pediatric vaccines containing 
thimerosal as well as manufacturers of thimerosal. In these actions, the plaintiffs allege, among other things, that they have suffered 
neurological injuries as a result of exposure to thimerosal from pediatric vaccines. There are no cases currently scheduled for trial. The 
Company will defend against these lawsuits; however, it is possible that unfavorable outcomes could have a material adverse effect on 
the Company's financial position, liquidity and results of operations. 
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prohibited under the ^^TcUftV^Va^rArt")11Tte^cciniArt "mPhi?0™6 """ * 
maintaining a civil action fin state or federal emirti ii. ccine Act ). The Vaccine Act prohibits any person from filing or 
a petition if firstfil^inth?Uri^ manufacturerforvaccin^related injuries unless 
filing a civil action against a vacdne m^ufacUirer VacPme Court"),Under (he Vaccine Act, before 

Court and then timely file an election to proceed with a civil action in lie^nf ^ P^tlon,to conclusion in Vaccine 
or (b) timely exercise a ripht to withdraw the netirinn nrinr tn v n accepting the Vaccme Court s adjudication of the petition 
prescribed timTpMThl Compawil mt S a/d)udl?lt,on " accordance with certain statutorily ^ 
States Department of Health andSL Serviced proceedings because the petitions are brought against the United 

thimerosal-xcmSim^accfeesm^OTft^Af-Af^'nv^frierafl0386^ ferine Court involving allegations that 
vaccines involved in me Vaccine Court nrnrpwimu a« n autismspectrum disorders. Not all of the thimerosal—containing 

domestiM"ly ln June 2007^ the^Specia? M^t^pre^^w^ie'vaccfrfe fVn rt °m'^Sr'S *1*?}° ,onree °fthe M~M~R « vaciSfe 

cases are expected in 2008. According to the Vaccine Court u ° . of 20°7. Rulings m these three 
cases" by September 2008, addressinf the issue of wh£XtaemsaMn^vaccines SS-Tf n® additi°,nal S£>_CalIed "test 

Patent Litigation 

form otFosamax, Propecia, Prilosec NexiZ^nZJr^nir^t^°Ao •FDA.Seekulg *» ®«b? m the United States a generic 
AstraZeneca's in the case of Prilosec and NexiumYoalenti concmfZoth? *>2?rtt> expiration of the Company's (and 
FDA seeking to markeUn°L unrted s£te?Z&£ofIn addl?°n'M ANDA has been submitted to the 
product. The generic compmi of Scheruig-Plough's patent concerning that 

patents. Generic manufacturers have received FDA approval to iMrketa een^fi^ nrp*'/' mVai?t^and ̂ enforceability of the 

and esomeprazole (Nexium) Also the Comoanv and *5cherinowpi^^t companies filing ANDA s for generic omeprazole {Prilosec) 
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As previously disclosed, in January 2007, the Company received a letter from Ranbaxy Laboratories Ltd. ("Ranbaxy") 
stating that it had filed an ANDA seeking approval of a generic version of Merck's Primaxin. In April 2007, the Company filed a patent 
infringement suit against Ranbaxy. 

As previously disclosed, in February 2007, the Company received a notice from Teva Pharmaceuticals ("Teva"), a generic 
company, indicating that it had filed an ANDA for montelukast and that it is challenging the U.S. patent that is listed for Singulair. On 
April 2,2007, the Company filed a patent infringement action against Teva. The lawsuit automatically stays FDA approval of Teva's 
ANDA for 30 months or until an adverse court decision, if any, whichever may occur earlier. 

As^previously disclosed, on January 28,2005, the U.S. Court of Appeals for the Federal Circuit in Washington, D.C. found 
the Company's patent claims for once-weekly administration of Fosamax to be invalid. The Company exhausted all options to appeal 
this decision in 2005. Based on the Court of Appeals' decision, Fosamax lost market exclusivity in the United States in February 2008. 
Fosamax Plus D will lose marketing exclusivity in the United States in April 2008. As a result of these events, the Company expects 
significant declines in U.S. Fosamax and Fosamax Plus D sales. 

In May 2005, the Federal Court of Canada Trial Division issued a decision refusing to bar the approval of generic 
alendronate on the grounds that Merck's patent for weekly alendronate was likely invalid. This decision cannot be appealed and generic 
alendronate was launched in Canada in June 2005. In July 2005, Merck was sued in the Federal Court of Canada by Apotex Corp. 
("Apotex") seeking damages for lost sales of generic weekly alendronate due to the patent proceeding. 

As previously disclosed, in September 2004, the Company appealed a decision of the Opposition Division of the European 
Patent Office ("EPO") that revoked the Company's patent in Europe that covers the once-weekly administration of alendronate. On 
March 14,2006, the Board of Appeal of the EPO upheld the decision of the Opposition Division revoking the patent. On March 28, 
2007, the EPO issued another patent in Europe to the Company that covers the once-weekly administration of alendronate. Under its 
terms, this new patent is effective until July 2018. Oppositions have been filed in the EPO against this patent. Additionally, Merck has 
brought patent infringement suits in various European jurisdictions based upon this patent. Merck's basic patent covering the use of 
alendronate has been challenged in several European countries. The Company has received adverse decisions in Germany, Holland and 
the United Kingdom. The decision in the United Kingdom was upheld on appeal. The Company has appealed the decisions in Germany 
and Holland. 

In addition, as previously disclosed, in Japan after a proceeding was filed challenging the validity of the Company's Japanese 
patent for the once-weekly administration of alendronate, the patent office invalidated the patent. The decision is under appeal. 

On January 18,2006, the Company sued Hi-Tech Pharmacal Co., Inc. ("Hi-Tech") of Amityville, New York for patent 
infringement in response to Hi-Tech's application to the FDA seeking approval of a generic version of Merck's ophthalmic drugs 
Trusopl and Cosopt, which are used for treating elevated intraocular pressure in patients with open-angle glaucoma or ocular 
hypertension. In the lawsuit, Merck sued to enforce a patent covering an active ingredient dorzolamide, which is present in both Trusopt 
and Cosopt, and the District Court entered judgment in Merck's favor which was upheld on appeal. The patent covering dorzolamide 
provides exclusivity for Trusopt and Cosopt until October 2008 (including six months of pediatric exclusivity). After such time, the 
Company expects significant declines in U.S. sales of these products. Merck has elected not to enforce two other U.S. patents listed 
with the FDA which cover the combination of dorzolamide and timolol, the two active ingredients in Cosopt. 

In the case of omeprazole, on May 31,2007, the trial court issued a decision with respect to four generic companies selling 
generic omeprazole. The court found that the Impax Laboratories Inc. and Apotex products infringed AstraZeneca's formulation 
patents, while products made by Mylan Laboratories and Lek Pharmaceutical and Chemical Co., d.d. did not infringe. The companies 
found to have infringed were ordered off the market until October 20,2007, which was the expiration of the pediatric exclusivity 
period. 

The Company and AstraZeneca received notice in October 2005 that Ranbaxy had filed an ANDA for esomeprazole 
magnesium. The ANDA contains Paragraph IV challenges to patents on Nexium. On November 21, 
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2005, the Company and AstraZoieca sued Ranbaxy in the United States District Court in New Jersey. Accordingly, FDA approval of 
Ranbaxy s ANDA is stayed for 30 months until April 2008 or until an adverse court decision, if any, whichever may occur earlier. The 

®?d AstraZeneca received notice in January 2006 that IVAX Pharmaceuticals, Inc., subsequently acquired by Teva, had filed 
M ANDA for ^omeprazole magnesium. The ANDA contains Paragraph IV challenges to patents on Nexium. On March 8,2006, the 
Company_and AstraZeneca sued Teva m the United States District Court in New Jersey. Accordingly, FDA approval ofTeva's ANDA 
Ihiv1 September 2008 or until an adverse court decision, if any, whichever may occur earlier. In January 2008, 
the Company and AstraZeneca sued Dr. Reddy s m the District Court in New Jersey based on Dr. Reddy's filing of an ANDA for 
esomeprazole magnesium. Accordingly, FDA approval of Dr. Reddy's ANDA is stayed for 30 months until July 2010 or until an 
adverse court decision, if any, whichever may occur earlier. 

\ -r? ̂ .Ur0f>e' "tCompany .'s, aware, of various companies seeking registration for generic losartan (the active ingmHiW for 
rJTn . t nSal]y nghts t0 ,osartan via license from E.I. du Pont de Nemours and Company ("du Pont"). The Companv 
and du Pont have filed patent infringement proceedings against various companies in Portugal, Spain, Norway and Austria. 

,u A* previously disclosed, in the third quarter of 2007, die Company resolved certain patent disputes which resulted in a net 
gain to tne company. 

Other Litigation 

sustained 
In November 2005, an individual shareholder delivered a letter to the Company's Board alleging that the Companv had 

tk da/na8es'hroug^ the Company's adoption of its Change in Control Separation Benefits Plan (the "CIC Plan") in November 2004. The shareholder made a demand on the Board to take legal action against the Board's current or former members for allegedly 

causing damage to the Company with respect to the adoption of the CIC Plan. In response to that demand letter, the independent 

members ofthe Board determined at the November 22, 2005 Board meeting that the Board would take the shareholder's request under 

consideration. After careful consideration by the Board, the shareholder was advised that the Board had determined not to take legal 

action. 6 

,, ., . February 2008, an individual shareholder delivered a letter to the Company's Board of Directors demanding that the 
^v^igatfoi^reforreTto^ove reSp° individuals to recover the amounts paid by the Company to resolve the governmental 

As Previously disclose!, on August 20,2004, the United States District Court for the District of New Jersey granted a motion 
by the Company, Medco Health Solutions, Inc. ("Medco Health'') and certain officers and directors to dismiss a shareholder derivative 
action involving claims related to the Company's revenue recognition practice for retail co-payments paid by individuals to whom 
Medco Health provides pharmaceutical benefits as well as other allegations. The complaint was dismissed with prejudice. Plaintiffs 
appealed the decision. On December 15,2005, the U.S. Court of Appeals for the Third Circuit upheld most of the District Court's 
decisiondismissing the suit, and sent the issue of whether the Company's Board of Directors properly refused the shareholder demand 
relating to foe Company s treatment of retail co-payments back to the District Court for reconsideration under a different legal 
?fdard' to remand their action to state court on August 18,2006, and the District Court granted that motion on 
February I 2007. The shareholder derivative suit was pending before the Superior Court of New Jersey, Chancery Division, Hunterdon 
Ju^ff' 2007 remammg 1551168 were d,smlssed w,th Prejudice in favor of Medco Health, Merck and the individual defendants on 

. . As previously discjosed, prior to the spin-off of Medco Health, the Company and Medco Health agreed to settle, on a class 
action basis a series of lawsuits asserting violations of ERISA (the "Greer Cases"). The Company, Medco Health and certain plaintiffs-
counsel filed the settlement agreement with the federal District Court in New York, where cases commenced by a number of plaintiffs 
including participants in a number of pharmaceutical benefit plans for which Medco Health is the pharmacy benefit manager as well as 
Uustees of such plans, have been consolidated. Medco Health and the Company agreed to the proposed settlement in order to avoid the 
significant cost and distraction of prolonged litigation. The proposed class settlement has been agreed to by plaintiffs in five of the cases 
filed against Medco Health and foe Company. Under the proposed settlement, the Company and Medco 
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Health have agreed to pay a total of $42.5 million, and Medco Health has agreed to modify certain business practices or to continue 
certain specified business practices for a period of five years. The financial compensation is intended to benefit members of the 
lOQ/fn?" ?.• ! w~ch in,cludes EEISA Plans for which Medco Health administered a pharmacy benefit at any time since December 17, 
1994. The District Court held hearings to hear objections to the fairness of the proposed settlement and approved the settlement in 2004 
but has not yet determined the number of class member plans that have properly elected not to participate in the settlement. The 
settlement becomes final only if and when all appeals have been resolved. Certain class member plans have indicated that they will not 
participate in die settlement. Cases initiated by three such plans and two individuals remain pending in the Southern District of New 
York. Plaintiffs in these cases have asserted claims based on ERISA as well as other federal and state laws that are the as or 
similar to the claims that had been asserted by settling class members in the Gruer Cases. The Company and Medco Health are named 
as defendants in these cases.' 

Three notices of appeal were filed and the appellate court heard oral argument in May 2005. On December 8 2005 the 
appellate court issued a decision vacating the District Court's judgment and remanding the cases to the District Court to allow the 
District Court to resolve certain jurisdictional issues. A hearing was held to address such issues on February 24,2006. The District 
Court issued a ruling on August 10,2006 resolving such jurisdictional issues in favor of the settling plaintiffs. The class members and 
the other party that had previously appealed the District Court's judgment renewed their appeals. On October 4,2007, the renewed 
appeals were affirmed in part and vacated in part by the federal court of appeals. The appeals court remanded the class settlement for 
further proceedings in the District Court. 

After the spin-off of Medco Health, Medco Health assumed substantially all of the liability exposure for the matters 
discussed in the foregoing two paragraphs. These cases are being defended by Medco Health. 

,. . Th®f!e m various other legal proceedings, principally product liability and intellectual property suits involving the Company 
which are pending. While it is not feasible to predict the outcome of such proceedings or the proceedings discussed in this Note, in the ' 
opinion of the Company, all such proceedings are either adequately covered by insurance or, if not so covered, should not ultimately 
result m any liability that would have a material adverse effect on the financial position, liquidity or results of operations of the 
Company, other than proceedings for which a separate assessment is provided in this Note. 

Environmental Matters 

The Company is a party to a number of proceedings brought under the Comprehensive Environmental Response, 
Compensation and Liability Act, commonly known as Superfund, and other federal and state equivalents. These proceedings seek to 
require the operators of hazardous waste disposal facilities, transporters of waste to the sites and generators of hazardous waste disposed 
of at the sites to clean up the sites or to reimburse the government for cleanup costs. The Company has been made a party to these 
proceedings as an alleged generator of waste disposed of at the sites. In each case, the government alleges that the defendants are jointly 
and severally liable for the cleanup costs. Although joint and several liability is alleged, these proceedings are frequently resolved so 
that the allocation of cleanup costs among the parties more nearly reflects the relative contributions of the parties to the site situation. 
The Company s potential liability varies greatly from site to site. For some sites the potential liability is de minimis and for others the 
costs of cleanup have not yet been determined. While it is not feasible to predict the outcome of many of these proceedings brought by 
federal or state agencies or private litigants, in the opinion of the Company, such proceedings should not ultimately result in any 
liability winch would have a material adverse effect on the financial position, results of operations, liquidity or capital resources of the 
Company. The Company has taken an active role in identifying and providing for these costs and such amounts do not include any 
parfe'10" an(lc'Patec' recoveries of cleanup costs from former site owners or operators or other recalcitrant potentially responsible 

Merck has entered into a Consent Decree (the "Decree") with the United States of America, the Pennsylvania Department of 
Environmental Protection and the Pennsylvania Fish and Boat Commission resolving the government's claims asserted in an 
enforcement action, United States of America and Commonwealth of Pennsylvania v. Merck & Co., Inc., in response to the previously 
disclosed accidental release of 25 gallons of potassium thiocyanate from the site in June 2006 that resulted in a fish kill in the 
Wissahickon Creek as well as the 
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^d l6; 2006 that caused foamirg in.,he creek- Pursuant to the tenns of the Decree, Merck will 
pay civil penalties in the amount of $1,575 million; fund supplemental environmental projects in the amount of $9 million- and 
implement on-site remedial measures m the amount of $10 million. A motion to enter the Decree is pending with the court. 

l? diS,Cl^,c?n.SePt^rP' 2027- approximately 1,400 plaintiffs filed an amended complaint against Merck 
p"d 2 defendants in United States District Court, Eastern District of California asserting claims under the Clean Water Act the 
Resource Conseivation and Recovery Act, as well as negligence and nuisance. The suit seeks damages for diminution of prooertv value 
methcal monitoring and other alleged real and personal property damage associated with groundwater and soil contamination taid at ' 
the site of a former Merck subsidiary m Merced, California. The Company intends to defend itself against these claims 

acrma/t anHnwoainH8l5^ni'S T"°n* ,'!?«j!iti®,s,-for al1 environmental matters that are probable and reasonably estimable have been 
accrued and totaled $109.6 million and $129.0 million at December 31,2007 and 2006, respectively. These liabilities are undiscounted, 
do not consider potential recoveries from other parties and will be paid out over the periods of remediation for the applicable sites 
mauils ° occuf Pnman'y over the next 15 years. Although it is not possible to predict with certainty the outcome of these 
matters, or the ultimate costs of remediation,management does not believe that any reasonably possible expenditures that may be 
incurred in excess of the liabilities accrued should exceed $54.0 million in the aggregate. Management also does not believe that these 

resourcesfor anyyear '""" mat adverse effect on the Company's financial position, results of operations, liquidity or capital 

11. Stockholders' Equity 

•mm „r, ?tlier ?a'd_in caFital increased by $848.4 million in 2007, $266.5 million in 2006 and $30.2 million in 2005. The increase in 
of shares. rela'ed t0,the acquisition of NovaCardia (see Note 4). The increases in all periods also reflect the 

impact of shares issued upon exercise of stock options and related income tax benefits, as well as the issuance of restricted shares. In 
F/^ lSRIfsee<l^tel2) re s impact of recognizing share-based compensation expense as a result of the adoption of 

A summary of treasury stock transactions (shares in millions) is as follows: 

2007 2006 2005 
Shares Cost Shares Cost Shares Cost 

Balance-as of January 1 
Purchases 
Issuances O . 

Balance as of December 31 

(1) Issued primarily under stock option plans. 

808,4 
26 5 

(23 9) 

27,567.4 - - 7943 $.26,984.4 - 767.6 
1,429.7 26.4. 1,002.3 33.2 
(822,4) - (123) (419.3) (63) 

28,174.7 808.4 $ 27367.4 794.3 

.„$ 26,191.8 
1,015.3. 
(222.7) 

At December 31,2007 and 2006, 10 million shares of preferred stock, without par value, were authorized; none were issued. 

12. Share-Based Compensation Plans 

„ ™^Compan,y has share-based compensation plans under which employees, non-employee directors and employees of 
?TP?ny S cqu>ty methodmvestees may be granted options to purchase shares of Company common stock at the fair 

rtS*unit!T'RVt k"wfr° rt8'™ 10",t0 sl,ock optlons> Company grants performance share units ("PSUs") and restricted 
c5^!" man?gement Ievel employees. These plans were approved by the Company's shareholders. At 

P r , I'I . I million shares were authorized for future grants under the Company's share-based compensation plans. The 
Company settles employee share-based compensation awards primarily with treasury shares. 

. „JlmFloyee,stock ,??t',ons ?re granted t0 purchase shares of Company stock at the fair market value at the time of grant. These 
awards generally vest one-third each year over a three-year period, with a contractual term of 
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10 years. RSUs are stock awards that are granted to employees and entitle the holder to shares of common stock as the awards vest, as 
well as non-for&itable dividend equivalents. The fair value of the awards is determined and fixed on the grant date based on the 
Company's stock price. PSUs are stock awards where the ultimate number of shares issued will be contingent on the Company's 
performance against a pre-set objective or set of objectives. The fair value of each PSU is determined on the date of grant based on the 
Company's stock price. Over the performance period, the number of shares of stock that are expected to be issued will be adjusted 
based on the probability of achievement of a perfoimance target and final compensation expense will be recognized based on the 
ultimate number of shares issued. The Company did not recognize compensation expense in connection with PSUs in 2006 or 2005. 
Both PSU and RSU payouts will be in shares of Company stock after the end of the vesting or performance period, generally three 
years, subject to the terms applicable to such awards. 

Effective January 1,2006, the Company adopted FAS 123R. Employee share-based compensation expense was previously 
recognized using the intrinsic value method which measures share-based compensation expense as the amount at which the market 
price of the stock at die date of grant exceeds the exercise price. FAS 123R requires the recognition of the fair value of share-based 
compensation in net income, which the Company recognizes on a straight-line basis over the requisite service period. Additionally, the 
Company elected the modified prospective transition method for adopting FAS 123R, and therefore, prior periods were not 
retrospectively adjusted. Under this method, the provisions for FAS 123R apply to all awards granted or modified after January 1,2006. 
In addition, the unrecognized expense of awards that have not yet vested at the date of adoption are recognized in net income in the 
relevant period after the date of adoption. Also effective January 1,2006, the Company adopted FASB Staff Position 123R-3, 
Transition Election Related to Accounting for the Tax Effects of Share—Based Payment Awards, which provides the Company an 
optional short-cut method for calculating the historical pool of windfall tax benefits upon adopting FAS 123R. 

The following table provides amounts of share-based compensation cost recorded in the Consolidated Statement of Income 
(substantially all of die 2005 amounts were related to RSUs): 

Years Ended December 31 2007 2006 2005 

Pretax .share-based compensation expense . _ S 330,2 $ 3123 $ 48.0 
Income tax benefits (104.1) (98.5) (16.8) 

Total share-based compensation expense net of tax $ 226.1 S 214J) & 31.2 

FAS 123R requires the Company to present pro forma information for periods prior to the adoption as if the Company had 
accounted for employee share-based compensation under the fair value method of that Statement. For purposes of pro forma disclosure, 
the estimated fair value of awards at the date of grant, including those granted to retirement-eligible employees, is amortized to expense 
over the requisite service period. The following table illustrates the effect on net income and earnings per common share if the 
Company had applied the fair value method for recognizing employee share-based compensation for die year ended December 31, 

Year Ended December 31 2005 

Netincome, as reported: " ~ ~ $ 4,631.3 
Compensation expense, net of tax: 

Reported 312 
Fair value method 

Fro forma net income 
(357.1) 

$ 4305.4 

Earnings per common share: 
Basic - as reported 
Basic - pro forma 
Assuming dilution - asreported 
Assuming dilution - pro forma 

$2.11 
$1.96 
$2.10 
$1.96 
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. . 7^e pr° ff™a counts and the fair value of each option grant were estimated on the date of grant using the Black-Scholes 
option pricing model. Upon the adoption of FAS 123R, compensation expense is being recognized imiSKSmtedto 
£Z^,rhglble ̂ 'T68 01 overth^^ fro® ^ grant date to the date .rfreSen?S^Srf SrSb 
toown as the non-substantive vestmgperiod approach. If the Company had been applying this approach for stock options granted to 
*°toSLSSSSSSSSS SSfiSfST8*!hm 41na- f«D=~i» 3i,2w5,» 

eompensauon expense for any stock options granted after January 1,2004 but prior to January 1 2006 was using the accelwated amortization method prescribed in FASB Interpretation No. 28, Accounting for wSaSXS or8 

Black Scholes model requires several assumptions including expected term of the options, risk-free rate, volatility and dividend vield 
The expected term represents the expected amount of time that options granted are expected to be outstanding based on historical mid 
forecasted exercise behavior. The risk-free rate is based on the rate at /ant date of zeVo-coupon uTSu% Noto withft"™ eaual 
to the expected term of the option. Expected volatility is estimated using a blend of historical and implied volatility The historical 
options" K °" ncal monthly pnce Ganges- The implied volatility is obtained from market data on the Company's traded 

The weighted average fair value of options granted in 2007,2006 and 2005 was $9.51, $7.25 and $6.66 tier oDtion 
respectively, and were determined using the following assumptions: ' 

Years Ended December 31 2007 2006 2005 

Expected dividend yield. . 
Risk-free interest rate 
Expected volatility 
Expected life (years) 

— 3.4% 
4.4% 

243% 
5.7 

. 4.2%. 
4.6% 

26.5% 
5.7 

4.8% 
4.0% 

31.7% 
5.7 

Summarized information relative to the Company's stock option plans (options in thousands) is as follows: 

Number 
of Options 

Weighted 
Average 
Exercise 

Price 

Weighted 
Average 

Remaining 
Contractual 

Term 

Aggregate 
Intrinsic 

Value 

Balance at December 31,2006 
Granted 
Exercised 
Forfeited 

255336.7 
35,551.4 

(22,430.5) 
(25,443.5) 

$ 53.13 
45.42 
40.06 
5038 

Outstanding at December 31,2007 243,014.1 S 53,47 535 $ 2,102.2 
Exercisable at December 31,2007 177358.8 $ 58.14 3.77 $ 967.0 
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Additional information pertaining to the Company's stock option plans is provided in the table below: 

Years Ended December 31 
2007 2006 2005 

Totalmtansic value of stock options exercised 
Fair value of stock options vested 
Cashi 

S 301.2 
$ 251.1 
$ 8983 

S_ 673 
$ .857.4 
$ 369.9 

S 58.8 
. $ 949.3 
$ 136.5 

A summary of the Company's nonvested RSUs and PSUs (shares in thousands) at December 31, 2007, is as follows: 

RSUi PSUs 

Number 
of Shares 

Weighted 
Average 

Grant Date 
Fair Value 

Number 
of Shares 

Weighted 
Average 

Grant Date 
Fair Value 

Nonvested at December31, 2006 
Granted 
Vested 
Forfeited 

Nonvested at December 31,2007 

6,000.6 
1,906.5 

(2,212,8) 
(271.0) 

5,423-J 

35.85 
4536 
40.96 
34.96 

1,376.8 
588.7 

(558.7) 

$. 38.59 
44.19 

46.62 

37.26 1,406.8 S 37.75 

stock options, RSU and PSU awanls which will be recoe'iSerfovw pret^xI'""^:o8nized compensation expense related to nonvested 
share-based compensate c ™eiStoSdexpenstlT * W<51ghted 8Verage *** of2 ° For Wnt reporting, 

13. Pension and Other Postretirement Benefit Plans 

intemation^subs^ari^.^nsk^ben^ts^n toe U^t^Sm^es ar^b^ed'orfa^^^6!!,'1! ̂  Mutates and in certain of ,ts 
credited service. In addition, the Company provides medical dental anHHfe • considers final average pay and years of 
and similar benefits to theu dependenU ^ "s' PnnciPallV «° ** eligible U.S. retirees 
date for substantially al, of i,sponsion plans Z uses a December 31 measurement 

The net cost for the Company's pension and other postretirement benefit plans consisted of the following components: 

Years Ended December 31 
Pension Benefits 

2007 2006 2005 
Other Postretirement Benefits 

2005 2007 2006 

903 $ 913 
107.7 100.1 

(130.5) (112.6) 
(16.8) 1.9 

7.7 3.6 
(163) (2.6) 

42.1 $ 81.7 

Service cost 
Interest cost 
Expected return on 
Net amortization 

Curtailments 
Settlements 

Net pension and postretirement cost 

The net pension cost attril 
2006 and $2953 million in 2005. 

3773 $ 363.7 
379.9 341.3 

(491.4) (436 8) 
149,4 169 4 

25.6 
1 1 

29 7 

5.4 I4j\ 

447.2 $ 482.0 

3383 
310.6 

(400.7) 
156.1 
32.0 
9.1 

(4.2) 

$ 441.7 $ 

87.9 
106.0 

(103.0) 
22.0 
6.5 
0.7 

$ 120.1 
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and $324 03X6 *""* Hfe insurance benefits for active employees was $312.0 million in 2007, $311.6 million in 2006 

,ftrK „„ ;,oILC°?neCti<?1 ̂  tbg Company's restnicturing actions (see Note 3), Merek recorded termination charges in 2007,2006 am 
2005 on its pension and other postretiremen! benefit plans related to expanded eligibility for certain employees exiting the Company 
Also, m connection wiflbitheseresfructunng activities, the Company recorded curtailment losses in 2007 on its pension plans 

pos^tirMiMTbenefit plans °" ̂  X P°stretirement benefit plans and curtailment losses in 2005 on its pension and other 

gains ^ 20°6'amendments that chan8ed Participant contributions for other postretirement benefit plans generated curtailment 

In addition, the Company recorded settlement losses in 2007 and 2006 and a settlement gain in 2005 on certain of its 
domestic pension plans resulting from employees electing to receive their pension benefits as lump sum payments. 

PmtinK JS^1"31; 2006, the Company adopted FASB Statement No. 158, Employers'Accounting for Defined Benefit 
Pension and Other Postretirement Plans, em amendment of FASB Statements No. 87,106 and 132R ("FAS 158") except for the 

1° measure plan assets and benefit obligations as of the Company's fiscal year end, which is effective as of December 31 
Company t0 folly recognize the funded status of its benefit plans. Each overfonded plan is recognized as ai 

fecoS^AOQ (Se?7). b P'eVi0USly UBrec0"ni»d net losses and recognized plan changes are 

a.December^^^d^hL^lows- Cha"geS"^°bIigati°n',hefilndedstatusand,herec°'ded 

Other Postretirement 
Pension Benefits Benefits 
2007 2006 2007 2006 

Fair value of planassets at January ] 
Actual return on plan assets . 
Company contributions 
Benefits paid from plan assets 
Other 

. $ 7,056:7 
498,4 
185J 

(362.5) 
7S 

$ 6,070.6 
955.7 
494-4 

. (468.8) 
4.8 

$ 1,4843 
95.0 
443 

(46.4) 

$ 1,277.4 
209.9 
36.5 

(39.6) 

Fair value of plan assets at December 31 $ 7,385.4 $ 7,056.7 $ 1377.6 $ 1,484.2 

Benefit obligation at January I 
Service cost 
Interest cost 
Actuarial (gains) losses 
Benefi ts paid 
Plan amendments 
Curtailments 
Termination benefits 
Other 

6,926.8 
377.2 
379.9. 

(242,9) 
(391.8) 
(20.9) 
(5-6) 
25.6 
1.1 

$ 6,5233 
363.7 
3413 
150.7 

(502.1) 
11.3 

(22.7) 
29.7 
3L4 

' s" 1321-8 ' 
- 90.8 
107.7 
(12-7) 
(80.1) 
(8,0) 
93 
7.7 

$ 1,816.6 
91.3 

100.1 
(16.0) 
(62.0) 

(111.8) 

3.6 

Benefit obligation at December 31 $ 7,049.4 $ 6,926.8 $ 1,936.8 $ 1,821.8 

Funded status at December 31 $ 336.0 $ 129.9 $ (3592) $ (337.6) 

Recognized as: 
Other assets 
Accrued and other current liabilities 
Deferred income taxes and noncurrent liabilities 

$ 1,132.3 
(373) 

(759.0) 

$ 915.7 
(20 0) 

(765 8). 

$ 3873 
(3.8) 

(7433) 

$ 376.5 
(24.6) 

(689.5) 
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Jhe fair value of U.S. pension plan assets included in the preceding table was $4.4 billion in 2007 and 2006. The pension 
benefit obligation of U.S. plans included m this table was $4.3 billion in 2007 and $4.2 billion in 2006. 

December 3? are safoltows^86 aI,OCations of the investment portfolio for the pension and other postretirement benefit plans at 

Other 
Pension Benefits Postretirement Benefits 

Target 2007 2006 Target 2007 2006 

, . - - .- 40%. 
International equities ... __ _ 30% 
Fixed—income investments •_ 25% 
Foal .estate and other, investments . 4% 
Cash and cash equivalents ... 1% 

100% 

38%. 39% . .55% 55% 56% 
34% 3.4% 26% 29% 28% 
24% . . 22% 17% _ . 16% 15% 
3% . .4%... . 0% 0% 0% 
1% 1% 2% 0% 1% 

100% 100% 100% 100% 100% 

r  u r . -  T ! ? e , a r ^ '  ̂ v e s t m e n t  p o r t f o l i o s  f o r  t h e  C o m p a n y ' s  p e n s i o n  p l a n s  a r e  d e t e r m i n e d  b y  c o u n t r y  b a s e d  o n  t h e  n a t u r e  o f  t h e  
liabilities and considering the demographic composition of the plan participants (average age, years of sendee and active versus retiree 
status) and in accordance with local regulations. Other investments include insurance contracts for certain international pension plans. 
The target investment portfolio asset allocation for the Company's other postretirement benefit plans is consistent with the long-term 
nature of the plans benefit obligation, and is well diversified among the asset classes in which the portfolio invests. 

„ . . .  C o n t r i b u t i o n s  t o  t h e  p e n s i o n  p l a n s  a n d  o t h e r  p o s t r e t i r e m e n t  b e n e f i t  p l a n s  d u r i n g  2 0 0 8  a r e  e x p e c t e d  t o  b e  $ 4 5 0 . 0  m i l l i o n  a n d  
& 1 IM .y million, respectively. 

Expected benefit payments are as follows: 

Other 
Pension Postretirement 
Benefits Benefits 

^ - $ 287.2 $ 82J) 
" • -• - - - - - 300.0 88.8 

318.7 95.9 
. . .  3 4 7 . 2  .  1 0 3 . 3  

2013 - 2017 385.2 109.2 2013 20,7 2,446.9 667.8 

Expected benefit payments are based on the same assumptions used to measure the benefit obligations and include estimated 
tuture employee service. 

At December 31,2007 and 2006, the accumulated benefit obligation was $5.6 billion and $5.4 billion, respectively, for all 
pension plans. At December 31,2007 and 2006, the accumulated benefit obligation for U.S. pension plans was $3.2 billion The 
Company recorded a minimum pension liability, representing the extent to which the accumulated benefit obligation plan 
assets for certain of the Company's pension plans, of $29.9 million prior to the adoption of FAS 158 at December 31,2006. 

Forpension plans with benefit obligations in excess of plan assets at December 31,2007 and 2006, the fair value of plan 
assets was $558.3 million and $785.3 million, respectively, and the benefit obligation was $1.4 billion and $1.6 billion, respectively 
For those plans with accumulated benefit obligations in excess of plan assets at 
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Kf^b?,?I'i007 an^?„°P^ fair value of plan assets was $4.4 million and $187.1 million, respectively, and the accumulated 
benefit obligation was $405.0 million and $535.2 million, respectively. ' accumulated 

on olan assrtf'£•VfWtc exPerienf differentials primarily relating to differences between expected and actual returns 
r ^ II 2s ,je effects ofchauges m actuanal assumptions, are recorded as a component of AOCI. Net loss amounts in 

.T°rtlZ!. mt0 net Pen51011 and other postretirement benefit cost over the average remaining service life 
of employees. The estimated net lossand prior service cost (credit) amounts that will be amortized from AOCI into net pension and 
?%ToTeTl benefiLC0SVdu?ng I008 816 $7-7-9 million and milIi°n. respectively, for pension plans and are$23ton^nd 
$(38.9) million, respectively, for other postretirement benefit plans. 

, . . The c?mpaoy reassesses its benefit plan assumptions on a regular basis. The weighted average assumptions used in 
determining pension plan and U.S. pension and other postretirement benefit plan information are as follows: 

December 31 
Pension Plans 

2007 2006 2005 

U.S. Pension and Other 
Postretirement 
Benefit Plans 

2007 2006 2005 

Nit cost 

Discount rate . 
Expected rateof return on plan assets 
Salary growth rate 

535% 
7-65% 
4.20% 

5.15% 
7.65% 
4.20% 

5.40%, 
7.65% 
4.10% 

6.00% 
8.75% 
4.50% 

5.75% 
8.75% 
4.50% 

6.00%« 
8.75% 
4.50% 

Benefit obligation 

Discount rate 5.90% 
430% —7 O*" " *" fO U Vfi 

5.75% used for other postretirement benefit plans. 

5.35% 
4.20% 

5.15% 
420% 

6.50% 
4.50% 

6.00% 
450% 

5.75% 
4.50% 

The expected rate of return for both the pension and other postretirement benefit plans represents the average rate of return to 
w w6<i0n ? over the Penod fie benefits included in the benefit obligation are to be paid and is determined on a country 
basis. In developing the expected rate of return within each country, the long-term historical returns data is considered as well as actual 

, P aSS!tS and °the,r caP,tal markets experience. Using this reference information, the long-term return expectations for 
each asset categoryand a weighted average expected return for each country's target portfolio is developed, according to the allocation 

< categon®5-ne expend portfolio performance reflects the contribution of active management as appropriate. 
For 2008, the Company s expected rate of return of 8.75% will remain unchanged from 2007 for its U.S. pension and other 
postretirement benefit plans. ^ 

The health care cost trend rate assumptions for other postretirement benefit plans are as follows: 

December 31 2007 2006 

Health care cost trend rate assumed ft* next year 
Rate to which the cost trend rate is assumed to decline 
Year that the trend rate reaches the ultimate trend rate 

A one percentage point change in the health care cost trend rate would have had the following effects: 

9.0% 
5.0% 

2015 

9.0% 
5.0% 

2014 

One Percentage 
Point 

Increase Decrease 

Effect on total service and interest cost components 
Effect on benefit obligation $ 35.4 

$ 2803 
$ (28.2) 
$ (2293) 
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14. Other (Income) Expense, Net 

Years Ended December 31 2007 2006 2005 

Interest income 
Interest expense 

gains 
Minority interests 
O t h e r ,  n e t _  . . . . . .  

JL (741,1) .S (7643) $ (480-9) 
-.3843. .. .375.1.. 3853 

— (54J). . (2SOX (16.1) 
121.4. 120.5 121.8 
3353 (893) (120.5) 

S 46.2 $ (382.7) $ (110.2) 

The change in Other, net during 2007 primarily reflects a charge related to the resolution of certain civil governmental 

investigations (see Note 10), partially offset by the favorable impact of gains on sales of assets and product divestitures, as well as a net 

gam on the settlements of certain patent disputes. The increase in interest income in 2006 reflects interest income gfn^mH frora the 

t7^Paany ii'lnVeSt^nnt l??i£0i10 <?f,"ve? f£<™,higtleI tnterest rates and higher average investment portfolio balances. Interest paid was 
$406.4 million m 2007, $387.5 million in 2006 and $354.1 million in 2005. 

15. Taxes on Income 

A reconciliation between the Company's effective tax rate and the U.S. statutory rate is as follows: 

2007 2006 
Amount 

2005 
Tax Rate Amount Tax Rate Amount Tax Rate 

35.0% $ 2,173.5. 35.0% .$ 2,577.4 35.0% 

(35.5) (1,0243) (16.5) (945.1) (123) 

03 
3.4 

(0.4) 

(87.6) 
1293 _ 
266.9 

325.3 

(1.4) 
2.1 
4.3 

5.2 

(9.8.0) 
1883 

766.5 
243.2 

(13) 
25 

10.4 
3.3 

.""23%.- $ 1,787.6 _ 28.7% $ 2,7323 37.1% 

U.S. statutory rate applied to income 
before toes 

Differential arising from: 
Foreign earnings 
Tax exemption for Puerto Rico 

operations 
State taxes 
Acquired research 
American Jobs Creation Act of2004 
Other'7-' 

m 

1,1783-

(1,196.0) 

11.6 
113.8 

(13.9) 

953 

and miscellaneous items. 
The 2007 tax rate reconciliation percentage of (35.5)% for foreign earnings reflects the change in mix of foreign and 

domestic earnings primarily resulting from the $4.85 billion U.S. Vioxx Settlement Agreement charge. Pretax (loss) income consisted 

Years Ended December 31 2007 2006 2005 

Pretax (Loss) Income 
Domestic 
Foreign 

$ (2,647.2) 
6,017.9 

$ 2,124.4 
4397.0 

3,196.1 
4,167.8 

$ 3370.7 $ 6,221.4 $ 7,363.9 
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Taxes on income consisted of: 

Years Ended December 3! 2007 2006 2005 

Current provision 
Federal 
Foreign 
State 

Deferred provision 
Federal 
Foreign 
State 

988.1. 
687.0 
202.2 

1,618.4 
458.3-
241.1 

1,688.1 
739.6 
295.9 

1,8773 23118 2,723.6 

(M7L5) (3^4.1) 97.0 
157.2 (130 3) (134.0) 

(267.7) _ (25 8) 46.0 

(1,782.0) (530.2) 9.0 

"" S 913 S 1,787.6 $ 2,732.6 

Deferred income taxes at December 31 consisted of: 

2007 2006 
Assets Liabilities Assets Liabilities 

Other intangibles 
Inventory related 
Accelerated depreciation 
Advance payment 
Equity investments 
Pensions and other postretirement benefits 
Compensation related 
Vioxx Litigation reserve 
Unrecognized tax benefits 
Net operating losses 
Other 

Subtotal 
Valuation allowance 

S 22.6 
369,9 

338.6 
247.8 
3233 
374.8 

2,130.0 
980.8 
3391 

1,272.7 . 

6,400,0 
(94.0) 

2523 
111,6 

1,0963 

938.0 
. 268.0 

3823 

3,048,4 

27.3 
455.2 

338.6 
142.4 
281.9 
249.1 
306.8 

448.4 
1,404.0 

-3,653.7. 
(101.8) 

344.1 
177.7 

1362.2 

863.8 
. 188.9 

269.2 

3,105.9 

Total deferred taxes S 6306.0 $ 3,048.4 $ 3,551.9 $ 3,105.9 

Net deferred income taxes 
Recognized as: 

Prepaid expenses and taxes 
Other assets 
Income taxes payable 
Deferred income taxes and noncurrent liabilities 

$ 3357.6 

S 8291 
2323.7 

395.6 

$ 446.0 

$ 1,177.7 
183.7 

62.8 
852.6 

I T - 1 ,, Tt)e Company has net operating loss ("NOL") carry forwards in a number of jurisdictions, the most significant of which is the 
United Kingdom with NOL carryforwards of $144.7 million which have no expiration date. The valuation allowance in both years 
primarily relates to certain Canadian NOL carryforwards resulting from a legal entity reorganization. 

Income taxes paid in 2007,2006 and 2005 were $3.5 billion, $2.4 billion and $1.7 billion, respectively. Stock option 
exercises reduced income taxes paid by $138.4 million in 2007. Stock option exercises did not have a significant impact on taxes paid 
in 2006 or 2005. 
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IttriT? T™es—/̂ <eh>retafonO/FA ŜM^M NO. 48, Ac.coun'>"8f<»- Uncertainty in 
attribute for the financial statement recognition and measurement of a tax nncitinn i t a cognition threshold and measurement 
requins that the Compaq determine whiter ^ » a ** return. FIN 48 
on the technical meri t s  o f  t h e  tax position. For tax positions that are more lSel^hL nn^ofb.emf sustained upon audit based 
recognizes the largest amount of the benefit that is greater than 50%Svof&wLr S g sfta,ned UP°D audit> the Company 

no. Miij« SSyiffi KSfiSES "*"& f «b^a, „ 
would reflect a favorable net impact of $3.95 billion. In addition at January 1 2007 behoof6 f ^ lnc°®e tax provision 
relating totheumecognized tax benefits totaled $2.40 billion As ofDece^b^ 1^7007 r ratereSt P^hes 
reflects a liability for unrecognized tax benefits of $3 69 billion If the rnmr,™!. Company s Consolidated Balance Sheet 
provision would reflect a favorable net impact of $2 60 hilii™ ? 1° r,ec°gJ"ze these benefits, the income tax 
Sheet were $1.60 billion as of December 31,2007. The declines from Januar^l K .'ncll!ded 'n the Consolidated Balance 
Internal Revenue Service ("IRS") discussed below. January 1,2007 were primarily due to the settlement with the 

A reconciliation of the beginning and ending amount of unrecognized tax benefits is as follows: 

2007 

5,008.4 
187.8 
(87.0) 
284.5 

(1,38X5) 
(0.7) 

Balance as of January 1 
Additions related to prior year positions 
Reductions for tax positions of prior years 
Additions related to current year positions 
Settlements 
Lapse of statute of limitations 

Balance as of December 31 

in the ConsolidatedSiSm^TOom^hiSlCm?ed to$270 milhon IST" ̂  P°Sitions 35 a comP°nent <* Taxes on Income 

a result ofthe examination, the Compan^made anTggregatepay^TofK^bilho^T'lt.13* "-mo115 forthe years 1993 to 2001. As 

(l) a tax refund of $ 165 million received in 2007 for amounts previously naid f« ti m February 2007• This payment was offset by 

3PP™,e'y 5360 miIlion related to interest included iiidhe pavmem msufti^ .V?®?® T"? a°d (,i) a federaI to benefit of $2.3 billion in 2007. The impact for years subsequent to 2001 for items' reviewed as nart nfth C°St to CornPany of approximately 

payment although those years remain open in all other respects The closine of the TP civ examination was included in the 

the Company s results of operations in 2007 as these amounts had been previously ^ovidSfor " 3 mate"al impact on 

state tax authoritieOTlis resulted mSion^uflnd^me7e™ply^nts'of f°n '"3 teough 2001 ,0 various 

equivalent reduction in the balances of unrecognized tax benefit a^accmefmrerest0" ' resPec,iveIy.in 2007. and an 

Revenue STe'comXy^ofic^of^ ^ eXamined by ** Canada 
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reassessment containing adjustments related to certain intercompany pricing matters, which result in additional Canadian and provincial 
tut ™ °' approximately $1.6 billion (U.S. dollars) plus interest of approximately $810 million (U.S. dollars). In addition, in July 2007 
the CRA proposed additional adjustments for 1999 relating to another intercompany pricing matter. The adjustments would increase 
Canadian tax due by approximately $22 million (U.S. dollars) plus $21 million (U.S. dollars) of interest. It is possible that the CRA will 
propose similar adjustments for later years. The Company disagrees with the positions taken by the CRA and believes they ate without 
merit. The Company intends to contest the assessment through the CRA ajipeals process and the courts if necessary. In connection with 
the appeals process, during 2007, the Company pledged collateral to two financial institutions, one of which provided a guarantee to the 
CRA and the other to the Quebec Ministry of Revenue representing a portion of the tax and interest assessed. The collateral is included 
in Other Assets in the Consolidated Balance Sheet and totaled approximately $1.4 billion at December 31,2007. The Company has 
previously established reserves for these matters. While the resolution of these matters may result in liabilities higher or lower than the 
reserves, management believes that resolution of these matters will not have a material effect on the Company's financial position or 
liquidity. However, an unfavorable resolution could have a material effect on the Company's results of operations or cash flows in the 
quarter in which an adjustment is recorded or tax is due. 

In July 2007, the CRA notified the Company that it is in the process of proposing a penalty of $160 million (U.S. dollars) in 
connection with the 2006 notice. The penalty is for failing to provide information on a timely basis. The Company vigorously disagrees 
with the penalty and feels it is inapplicable and that appropriate information was provided on a timely basis. The Company is pursuing 
all appropriate remedies to avoid having the penalty assessed and was notified in early August 2007 that the CRA is holding the 
imposition of a penalty in abeyance pending a review of the Company's submissions as to the inapplicability of a penalty. 

. The IRS recently began its examination of the Company's 2002 to 2005 federal income tax returns. In connection with the 
examination, the Company is considering the possibility of a Pre Filing Agreement with the IRS to assure certainty with respect to the 
timing and deductibility of certain legal settlements accrued in 2007. In addition, various state and foreign tax examinations are in 
progress. Tax years that remain subject to examination by major tax jurisdictions include Germany from 1999, Italy and Japan from 
2000 and the United Kingdom from 2002. 

At December 31,2007, foreign earnings of $ 17.2 billion have been retained indefinitely by subsidiary companies for 
reinvestment. No provision will be made for income taxes that would be payable upon the distributions of such earnings and it is not 
practicable to determine the amount of the related unrecognized deferred income tax liability. In addition, the Company has subsidiaries 
operating m Puerto Rico and Singapore under tax incentive grants that expire in 2015 and 2026, respectively. The American Jobs 
Creation Act of2004 ("AJCA") created temporary incentives for U.S. multinationals to repatriate accumulated income earned outside 
the United States as of December 31,2002. In accordance with the AJCA, the Company repatriated $15.9 billion during 2005. The 
Company recorded an income tax charge of $766.5 million in Taxes on Income in 2005 related to this repatriation, $185 million of 
which was paid in 2005 and the remainder was paid in the first quarter of 2006. The Company has not changed its intention to 
indefinitely reinvest accumulated earnings earned subsequent to December 31,2002. 

16. Earnings per Share 

The weighted average common shares used in the computations of basic earnings per common share and earnings per 
common share assuming dilution (shares in millions) are as follows: 

Years Ended December 31 2007 2006 2005 

Average common shares outstanding 2 170 5 2J77J6 2 197 0 
Common shares issuable <') ' 22.4 101 ' 3 4 

^yerage common shares outstanding assuming dilution 2,192.9 2,187.7 2,200.4 
Issuable primarily under share-based compensation plans. 

In 2007,2006 and 2005,123.7 million, 222.5 million and 242.4 million, respectively, of common shares issuable under the 
Company s share-based compensation plans were excluded from the computation of earnings per common share assuming dilution 
because the effect would have been antidilutive. 
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17. Comprehensive Income 

The components of Other comprehensive income are as follows: 

year Ended December 31,2007 v.; ; .  

Net unrealized loss on derivatives _ _ 
Net loss realization •" »•••" -

Derivatives 

Net unrealized gain on investments 
Net gain realization 

Investments 

Benefit plan net gain (loss) and prior service cost (credit) arising during the 
period , , . . 

Net loss and prior service cost (credit) amortization included in net periodic 
benefitcost 

Benefit plans 

Cumulative translation adjustment related to equity tnvcstees 

Year Ended December31,2006 

Net unrealized loss on derivatives 
Net loss realization 

Derivatives 

Net unrealized gain on investments 
Net loss realization 

Investments 

Minimum pension liability 

Cumulative translation adjustment related to equity investees 

' Year Ended December 31, 2005 

Net unrealized gain on derivatives 
Net loss realization 

Derivatives 

Net unrealized loss on investments 
Net loss realization 

Investments 

Minimum pension liability 

Cumulative iransftitatj adjustment related to equity Savestees 

Pretax^ Tax After Tax 

S (50.5) . . $ 20.7 . $. (29,8). 
43.0 (17-6) 25.4 

(7.5) 3.1 (4.4) 

106L2 (24.5) 81.7 
(36.1) 12.4 (23.7) 

70.1 ~ (12.1) 58.0 

... 252.8ffj (95.9). 156.9 

134JSO) (51.2) 83.4 

387.4 (147.1) 240.3 

34.4 9.9 44.3 

S 484.4 $ (146.2) $ 338.2 

$ (111.2) $ 45.2 $ (66.0) 
25.5 (10.4) 15.1 

(85.7) 34.8 (50.9) 

33.9 (7.8) 26.1 
0.2 (0.2) 

34.1 (8.0) 26.1 

34.8 (12.3) 22.5 

29.0 (10.1) 18.9 

$ 12.2 $ 4.4 $ 16.6 

$ 93.6 $ (38.3) $ 55.3 
44.0 (18.0) 26.0 

137.6 (56.3) 81.3 

(23.5) 1.6 (21.9) 
71.1 1.1 72.2 

47J6 2.7 50.3 

(11.9) 4.9 (7.0) 

(40.6) 14.2 (26.4) 



„ , „ S ,32-7 S (34.5) $ 98.2 
Net of applicable minority interest 
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The components of Accumulated other comprehensive loss are as follows: 

December 31 
2007 2006 

Netunrealized loss on derivatives -
Net unrealized gain on investments i « « 
Pension planriP!t Iflss . 85.Q 
Other posfretitOTent benefit plan net loss _ ^ %?> 
Pension plan prior service cost — /to'aV " " «5oV" 

" 243 4 

$ (826.1) $ (1,164.3) 

12 months wh?rifhTdaI °f "V unrealized loss on derivatives is associated with options maturing in the next 
12 months, which hedge anticipated foreign currency denominated sales over that same period. 

18. Segment Reporting 

P h a n n a c e u S a ' l ° D  "  P r 0 d U C , S  * *  a ° d  " "  C ° m p r i S e d  ° f t W °  r e p o r t a b l e  < b e  

. Pharmaceutical segment includes human health pharmaceutical products marketed either directlv or through inint 
s^^lh^Jh1686 cl°nslst °f therapeutic and preventive agents, sold by prescription, for the treatment of human diMrders Merck 

pharmaceutical products primarily to drug wholesalers and retailers, hospitals, government agencies and 
managed health care providers such as health maintenance organizations, pharmacy benefit managers and other institutions The 
nrtvenwegr^mCad,eS hun5an products marketed either directiyor through?jlta S^Xteconsist of 
preventive pediatric, adolescent and adult vaccines, primarily administered at physician offices. Merck sells these human health 
maioriw nfthfrvl l° physicians: wholesalers, physician distributors and government entities. The Vaccines segment includes the vast 
r^r^,PTPany\Va-ne SaleS'but excl»des ?ert?in salaa of vaccines by non-U.S. subsidiaries manaSy anTncluded ta 
toe Pharmaceutical segment A large component of pediatric and adolescent vaccines is sold to the U S Centers for Disease Control and 
Prevention Vaccines for Children program, which is funded by the U.S. government 
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, , £[' 0tl>er includes other non-reportable human and animal health segments. The accounting policies for the seements 
described above are the same as those described m Note 2. Revenues and profits for these segments are as follows: 

Pharmaceutical Vaccines^ All Other Total 

Year Ended December !!, 2007 

Segment revenues 
Segment profits 
Included in segment profits: 

Equity income from affiliates 
Depreciation and amortization 

20.10J-5 $ 3,837.6 $ 16241. $24,101.1 
14^76.7 2,6054) 452.7 17,134.4 

2̂ 160.0 
(131.0) 

65.8 
(6.1) 

390.1 2,715.9 
(137.1) 

Year Ended December 31,2006 

Segmentrevenues 

Included in segment profits: 
Equity income from affiliates 
Depreciation and amortization 

20,374.8 
13,649.4 

1,673.1 
(153.0) 

1,705.5 
8923 

72.4 
(5.0) 

162.1 
380.7 

315.2 

$ 224242.4 
14922.9 

2,060.7 
(158.0) 

Yea! EndedDecember31,2005 

984.2 
767.0 

108.9 
(4.2) 

161.8 
355.5 

290.1 

21,824.8 
14980.4 

1,405.5 
(153.0) 

Segment revenues $ ?n » 1 
Segment profits * 13 1579 
Included in segment profits: ' 

Equity income from affiliates 1 0065 
Depreciation and amortization (148 8) 

WIta reporting requirements, Vaccines segment revenues exclude $440.6 million, 
^53.9 million and $119.1 million in 2007, 2006 and 2005, respectively, of vaccine sales by certain non-U.S. 
subsidiaries managed by and included in the Pharmaceutical segment. 

Se,g"?ent profits are con}Pris?d of segment revenues less certain elements of materials and production costs and operating 
c°mpone"^ °f equity income (loss) from affiliates and depreciation and amortization expenses. For internal 
8 pruesen,te,d t0,the chlef decision maker, the Company does not allocate the vast majority of indirect 

Q development expenses and general and administrative expenses, as well as the cost of financing these 
activities. Separate: divsions maintain responsibility for monitoring and managing these costs, including depreciation related to fixed 

assets utilized by these divisions and, therefore, they are not included in segmfnt profits. ^ relatea 10 llxed 

A reconciliation of total segment revenues to consolidated Sales is as follows: 

Years Ended December 31 2007 2006 2005 

Segment revenues $ 241011 <c 777,17 a « o 
Other revenues 1 Z4'ld" S 22^2-\ S 21,824.8 

96.6 393.6 187.1 

$ 24497,7 $ 22,636.0 $ ^011.9 

and other su^y SnoHnci&toSSl™^1^^ C0rP°r8,e reVeDUeS'SaleS re'a'ed t0 diveS,ed products °r businesses 
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Sales® of flie Company's products were as follows: 

(Years Ended December 31) 2007 2006 2005 

Singulair 
Cozaat/Hyzaar 

Zocor, . 
Cosopt/Trusopt 
Primaxin 
Januvia 
Cancidas 
Vasotec/Vaserexic. 
Maxalt . 
Proscar 
Propecia 
Arcoxia 
Crixivan/Stocrin 
Emend 
Invanz. 
lanumet 
Other pharmaceutical G) 

Vaccines if3) 
Gardasil 
RotaTeq 
Zostavax 
P.roQuad/M-M-R Il/Varivax 
Hepatitis-vaccines 
Other vaccines 

Other (4> 

d) 

4,2663 
3350.1 
3,049.0 

8763 
7863 
763.5 
667.5 
5363 
4943 
467.3 
411.0 
405.4 
329.1 

_ 310.2 
204.2 
190.2 
86.4 

3.579.0 
3.163.1 

-3,134.4 
2,802.7.. 

- 697.1 
704.8 
42.9 

529.8 
547.2 
406.4 
618.5 
351.8 
265.4 
327.3 
130.8 
139-2 

2375-6 
3.037.2 
34913. 
4,381.7 

6173 
. 739.6 

570.0 
623.1 
348.4 
741.4 
291.9 
23R2. 

. 348.4 
87.0: 
93.7 

2,465.9 2,780.5 2395.1 

19,660.9 20,220.9 20,559.7 

1,480.6 
524.7 
2363 

1347.1 
279.9 
409.9 

234.8 
163.4 
38.6 

820.1 
248.5 
354.0 

597.4 
194.5 
311.4 

- 4378,2 - 1359.4. 1,1033 

258.6 555.7 348.9 

$ 24,197.7 S 22,636.0 $ 22,011.9 

V) 
Presented net of discounts and returns. 

iniudessa'eJ of other human pharmaceutical products and revenue from the 
I pr,!narily relating to sales o/Nexium, as well as Prilosec. Revenue from AstraZeneca LP was SI. 7 billion, $1.8 billion cmd $1.7 billion in 2007, 2006 and 2005 

respectively. In 2006 other pharmaceutical also reflects certain supply sales, including supply sales' 
associated with the Company s arrangement with Dr. Reddy's Laboratories for the safe of generic 
simvastatin. J b 

(3) _ 
These amounts do not reflect sales of vaccines sold in most major European markets through the Comvanv 's 
joint venture, Scmofi Pasteur MSD, the results of which are reflected in Equity income from affiliates. 

W 
?™ZZlmarily includes other human and animal health joint venture supply sales and other miscellaneous 
• V R CNWWIL • 
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Consolidated revenues by geographic area where derived are as follows: 

Years Ended December 31 2007 2006 2005 

United States 
Europe, Middle East and Africa 

Other 

14,690,9 
5,159.0 
i/nri 
2,814.6 

13,776.8 
4,977.1 
1,4.79.0 
2,403.1 

12,766.6 
5,203.5 
1,637.9 
2,403.9 

- - - _. . S-24497.7 . $ 22JS36& 
A reconciliation of total segment profits to consolidated Income before taxes is as follows: 

$ 22,011.9 

Years Ended December 31 2007 2006 2005 

Segment profits . . 
Other profits 
Adjustments 
Unallocated: . . _ 

Interest income 
Interest expense 
Equity income from affil ates 

, Depreciation and amortization 
Research and development 
U.S. Vioxx Settlement Agreement charge 
Other expenses, net 

S 17,134.4 
21.8 

367.7 

• 741.1 " 
(384.3) 
260.6 

(1,851.0) 
(4,882.8) 
(4,850.0) 
(3,186.8) 

$ 14,922.9 
256.7 
516,3 

764.3 
(375.1) 
233.7 

(2,110.4) 
(4,782.9) 

(3,204.1) 

14,280.4 
175.3 
615.3 

480.9 
(385.5) 
311.6 

(1,555.1) 
(3,848.0) 

(2,711.(0 

$ 3,370.7 $ 6,221.4 $ 7363.9 

Other profits are primarily comprised of miscellaneous corporate profits as well as operating profits related to divested 
products or businesses and other supply sales. Adjustments represent the elimination of the effect of double counting certain items of 
income and expense. Equity income from affiliates includes taxes paid at the joint venture level and a portion of equity income that is 
not reported in segment profits. Other expenses, net, include expenses from corporate and manufacturing cost centers and other 
miscellaneous income (expense), net. 

Long-lived assets(,) by geographic area where located is as follows: 

Years Ended December 31 2007 2006 2005 

United States 
Europe, Middle East and Africa 

Other 

3 10,943.0 
1.650.3 

885.3 
1.035.4 

11,542.7 
1,7.30.7 

942.4 
1,353.8 

$ 11,525.6 
1,991,2 
1,074.7 
1,411.1 

S 14,514.0 $ 15469.6 $ 16 002 5 

Long-lived assets are comprised of property, plant and equipment, net; goodwill and intangible assets, net. 
The Company does not disaggregate assets on a products and services basis for internal management reporting and 

therefore, such information is not presented. 
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Report Of Independent Registered Public Accounting Firm 
To the Board of Directors and 
Shareholders of Merck & Co., Inc.: 

In our opinion, the accompanying consolidated balance sheets and the related consolidated statements of income, of retained earnings 
of comprehensive income and of cash flows present fairly, in all material respects, the financial position of Merck & Co., Inc. and its ' 
subsidiaries at December 31,2007 and December 31,2006, and the results of their operations and their cash flows for each of the three 
years m the period ended December 31,2007 in conformity with accounting principles generally accepted in the United States of 
Amenta. Also m our opinion, the Company maintained, in all material respects, effective internal control over financial reporting as of 
December 31,2007, based on criteria established in Internal Control—Integrated Framework issued by the Committee of Sponsoring 
Organizations of the Treadway Commission (COSO). The Company's management is responsible for these financial statements for 
maintaining effective internal control over financial reporting and for its assessment of the effectiveness of internal control over 
financial reporting, included in Management's Report under Item 9A. Our responsibility is to express opinions on these financial 
statements and on the Company's internal control over financial reporting based on our integrated audits. We conducted our audits in 
accordance with the standards of die Public Company Accounting Oversight Board (United States). Those standards require that we 
plan and perform die audits to obtain reasonable assurance about whether the financial statements are free of material and 
whether effective internal control over financial reporting was maintained in all material respects. Our audits of the financial gtaiampnic 
included examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements, assessing the 
accounting principles used and significant estimates made by management, and evaluating the overall financial statement presentation 
Our audit of internal control over financial reporting included obtaining an understanding of internal control over financial reporting 
assessing the nsk thai a material weakness exists, and testing and evaluating the design and operating effectiveness of internal control 
based on the assessed nsk. Our audits also included performing such other procedures as we considered necessary in the circumstances 
We believe that our audits provide a reasonable basis for our opinions. 

As discussed in Note 12 to the consolidated financial statements, the Company changed the manner in which it accounts for 
share-based compensation in 2006. 

As discussed in Note 13 to the consolidated financial statements, the Company changed the manner in which it accounts for defined 
benefit pension and other post-retirement plans in 2006. 

As discussed in Note 15 to the consolidated financial statements, the Company changed the manner in which it accounts for 
unrecognized tax benefits in 2007. 

A company s internal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability of 
financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted accounting 
principles. A company's internal control over financial reporting includes those policies and procedures that (i) pertain to the 
maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the 
company; (u) provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements in 
accordance with generally accepted accounting principles, and that receipts and expenditures of the company are being made only in 
accordance with authorizations of management and directors of the company; and (iii) provide reasonable assurance regarding 
prevention or timely detection of unauthorized acquisition, use, or disposition of the company's assets that could have a material effect 
on the financial statements. 

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also projections 
of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in 
conditions, or that the degree of compliance with the policies or procedures may deteriorate. 

PricewaterhouseCoopers LLP 
Florham Park, New Jersey 
February 27,2008 
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(b) Supplementary Data 

Selected qtuitcrly financial data for 2007 and 2006 are contained in the Condensed Interim Financial Data table below 
Condensed Interna financial Data (Unaudited) 

Sales 

Marketing and" administrative expenses 

Restructuring costs .... 
Equity income from affiliates 
US. Vioxx product liability settlement charge 
Other (income) expense, net 
(Loss) income before taxes 
Net (loss) income 
Basic (loss) earnings per common share 
(Loss) earnings per common share assuming Htiwrt™. 

2006® 

-$6,242.8 
1,544.8 
1,719.5 
131.7 

156 J 
(7964) 

4,850.0 
567.4 

(3,180.5) 
(1,6303)) 
. $(0.7s; 

$(0.75 

.$6,074.1 
L$17JT-
131.4 
1,4404 

49.3 
(7684) 

(180.9) 
2,064.6 
1,525.5 

$0.70 
$0.70 

$6,111.4 
-LS52J 
2,083.7 
1,030.5 

55,8 
• (759.1) 

(84.0) 
2,232.2 
1,676.4 

$0.77 
-$0.77 

$5,769.4 
1,5254 
1,802.0 
1,030.0 

65.8 
(652.6) 

(2564) 
24544 
1,7044 

$0.79 
$0.78 

$64444 
- 1.669.1 
. 2,345.8 

1,722.9 
554 

Materials and production costs 
Marketing and administrative expenses 
Research and development expenses 
Restructuring costs 
Equity income from affiliates 
Other (income) expense, net 
Income before taxes 
Net income 
Basic earnings per common share 
Earnings per common share assuming dilution 
ft) . »"-•»•> KB.69 $0.1 

investigations charge atd an a civil governmental 

(584.2) 
(77.1) 
911,9 
473.9 
$042 
$042 

$5,410.4 
1,5.44.1 
2370.6 

945.4 
49.6 

(595.4) 
(134.7) 

1430.8 
9404 
$0,43 
$0.43 

$5,77L7 
1.445.2 
1.734.0 
1,172.5 

(6.9) 
(611.3) 
(70.1) 

.2,108.3 
1.499.3 

$0.69 
$0.69 

$5,409.8 
1342.7 
1,715.0 

942.0 
43.7 

(503.4) 
(100.6) 

1,970.4 
1,5204 

$0.70 
$0.69 

investigations charge and an insurance arbitration gainfseeToie 10)^1^^' ̂ governmental 
addition to these items, also reflects the favorable 5- t!..' The fourth quarter tax provision, in 
tax items. tnejavorable impacts of adjustments relating to certain federal andsti 

ft) 

ft) 

ft) 

ft) 

ft) 

certain federal and state 

Fosamax legal defense reserves (see Note 10). founts for fourth quarter 2006 include the impact of 

research expenses 

Amounts for 2007 include a net gain on the settlements of certain patent disputes. 

Amounts for 2007 include gains on sales of assets and product divestitures. 

Amounts far 2007 and 2006 include the impact of restructuring actions (see Note 3). 
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Item 9. Changes m and Disagreements with Accountants on Accounting and Financial Disclosure. 
Not applicable. 

Item 9A. Controls and Procedures. 

°fth^ C°m?any> with Ae Participation of its Chief Executive Officer and Chief Financial Officer evaluated the 
effectiveness of the Company s disclosure controls and procedures Based cm their evaluation a« nf the evaluated the 
ct̂ rand  ̂t6 C°T^KS ̂ f»EX,eCU,tiVe °ffice' » f̂ SeS OfficCT h ê condud^diSdM t̂ mpmy ŝ isclosvne 
ZSSXSSlr(aS M eS 13aH5(e) °r ,5d_15(e) Under**SecuritiesExchange A^of ISS^̂ enS&e 

is defined toR?df'<?/fwT" A'®|establishing and maintaining adequate internal control over financial reporting as sncfa teim 
.1 lf(0 °f ^ Man,ag,ement conducted an evaluation of the effectiveness of internal conTrol ^erfinancial 

ofthe Tf^tyC^i^onC^O^O^!^"tr<il~lntf8rfedFrameWOrkissned by ^ Committee of Sponsoring Organizations 

«^»saara»saEisseas«aag^^ . 
JhTrv^' Company is undra-gomg a multi-year initiative to standardize a number of its information systeimOnCtat obe?7 20OT 
SreTwdf^TSZf^Tr?nn,ent f°r Sd6Cted business Processes « a limited num~i^Si^lSoS TOs ' 
S to cmde a le^Som tranSaCtK>n Pr0CeSSing aCtivitieS int° shared Service environments, will support 

Management's Rennrt 

Management's Responsibility for Financial Statements 

Responsibility for the integrity and objectivity of the Company's financial statements rests with management The financial 
statements report on management's stewardship of Company assets. These statements are prepared in conformity tTth ge^allT^ 
accepted accounting pnnciples and, accordingly, include amounts that are based on management's best estimated and judgments 
^ t a S ~ m C l U d e d W , l ^ K h a s  a l s o  b e e n  p r 4 a r e T b y S m l g r S t J ^ S , w i t h  

To assure that financial information is reliable and assets are safeguarded, management maintains an <• 
finanHa imsma procedures,important elements of which include: careful selection, training and development of operating and 

*A organfatlon that provides appropnate division of responsibility; and communications aimed atassuring that 

I This program reinforces the importance and understanding of internal controls by reviewing key corporate policies 
reinfnme the rnSyS a' i" addjtlon:.the Company has compliance programs, including an ethical business practices program to 
reinforce the Company s long-standing commitment to high ethical standards in the conduct of its business. 

The financial statements and other financial information included m the Annual Rmnrf«« i n—v r«* i . . ,, 

138 



Table of Contents 

May 2007, the Company submitted to the New York Stock Exchange ("NYSE") a certificate of the CEO certifying that he was not 
aware of any violation by the Company of NYSE Corporate Governance Listing Standards. 

Management's Report on Internal Control Over Financial Reporting 

• Management is responsible for establishing and maintaining adequate internal control over financial reporting, as such term 
is defined in Exchange Act Rule 13a—15(f). Management conducted an evaluation of the effectiveness of internal control over financial 
r^'°rtI™S based on the framework k Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations 
of the Treadway Commission ( COSO y. Based on this evaluation, management concluded that internal control over financial reporting 
was effective as of December 31,2007 based on criteria in Internal Control—Integrated Framework issued by COSO. 
PncewaterhouseCoopers LLP, an independent registered public accounting firm, has performed its own assessment of die effectiveness 
of the Company s internal control over financial reporting and its attestation report is included in this Form 10-K filing. 

Richard T. Clark 
Chairman, President « . XI „ „ 
and Chief Executive Officer toZS f̂fresident 

and Chief Financial Officer 
Item 9B. Other Information. 

None. 

PART III 
Item 10. Directors, Executive Officers and Corporate Governance. 

The required information on directors and nominees is incorporated by reference from the discussion under Item 1 Election 
of Directors of the Company's Proxy Statement for the Annual Meeting of Stockholders to be held April 22,2008. Information on 
executive officers is set forth in Part I of this document on pages 41 through 44. 

The required information on compliance with Section 16(a) of the Securities Exchange Act of 1934 is incorporated by 
reference from the discussion under the beading "Section 16(a) Beneficial Ownership Reporting Compliance" of the Comnanv's Proxv 
Statement for the Annual Meeting of Stockholders to be held April 22,2008. 

The Company has adopted a Code of Conduct — Our Values and Standards applicable to all employees, including the 
principal executive officer, principal financial officer, and principal accounting officer. The Code of Conduct is available on the 
Company s website at www.merck.com/about/cornoratemvernancR The Company intends to post on this website any amendments to, 
or waivers from, its Code of Conduct. A printed copy will be sent, without charge, to any stockholder who requests it by writing to the 
Chief Ethics Officer of Merck & Co., Inc., One Merck Drive, Whitehouse Station, NJ 08889-0100. 

The required information on the identification of the audit committee and the audit committee financial expert is 
incorporated by reference from the discussion under die heading "Board Committees" of the Company's Proxy Statement for the 
Annual Meeting of Stockholders to be held April 22,2008. 

Item 11. Executive Compensation. 

Tte information required on executive compensation is incorporated by reference from the discussion under the headings 
Compensation Discussion and Analysis", "Summary Compensation Table", "All Other Compensation" table, "Grants of Plan-Based 

Awards Table", "Outstanding Equity Awards at Fiscal Year-End Table", "Option Exercises and Stock Vested Table", Retirement Plan 
Benefits and related Pension Benefits" table, 
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Nonqualified Deferred Compensation and related tables, Potential Payments on Termination or Change in Control, including the 
discussion under the subheadings "Separation", "Separation Plan Payment and Benefit Estimates" table, "Individual Agreements" 
Change m Control" and "Change in Control Payment and Benefit Estimates" table, as well as all footnote information to the various 

tables, of the Company's Proxy Statement for the Annual Meeting of Stockholders to be held April 22,2008. 

The required information on director compensation is incorporated by reference from the discussion under the heading 
"Director Compensation" and related "Director Compensation" table and "Schedule of Director Fees" table of the Company's Proxy 
Statement for the Annual Meeting of Stockholders to be held April 22,2008. 

The required information under the headings "Compensation Committee Interlocks and Insider Participation" and 
"Compensation and Benefits Committee Report" is incoiporated by reference from the Company's Proxy Statement for the Annual 
Meeting of Stockholders to be held April 22,2008. 

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters. 
Information with respect to securities authorized for issuance under equity compensation plans is incoiporated by reference 

from the discussion under the heading "Equity Compensation Plan Information" of the Company's Proxy Statement for the Annual 
Meeting of Stockholders to be held April 22,2008. Information with respect to security ownership of certain beneficial owners and 
management is incorporated by reference from the discussion under the heading "Security Ownership of Certain Beneficial Owners and 
Management" of the Company's Proxy Statement for the Annual Meeting of Stockholders to be held April 22,2008. 

Item 13. Certain Relationships and Related Transactions, and Director Independence. 

The required information on transactions with related persons is incorporated by reference from the discussion under the 
noa Related Person Transactions" of the Company's Proxy Statement for the Annual Meeting of Stockholders to be held April 22, 

The required information on director independence is incorporated by reference from the discussion under the heading 
"Independence of Directors" of the Company's Proxy Statement for the Annual Meeting of Stockholders to be held April 22,2008. 

Item 14. Principal Accountant Fees and Services. 

. . .  T ^  i n f o r m a t i o n  r e q u i r e d  f o r  t h i s  i t e m  i s  i n c o r p o r a t e d  b y  r e f e r e n c e  f r o m  t h e  d i s c u s s i o n  u n d e r  " A u d i t  C o m m i t t e e "  b e g i n n i n g  
with the caption' Pre-Approval Policy for Services of Independent Registered Public Accounting Firm" through "All Other Fees" of 
the Company's Proxy Statement for the Annual Meeting of Stockholders to be held April 22,2008. 

PART IV 
Item IS. Exhibits and Financial Statement Schedules. 

(a) The following documents are filed as part of this Form 10-K 

1. Financial Statements 
Consolidated statement of income for the years ended December 31,2007,2006 and 2005 

Consolidated statement of retained earnings for the years ended December 31,2007,2006 and 2005 

Consolidated statement of comprehensive income for the years ended December 31,2007,2006 and 2005 

Consolidated balance sheet as of December 31,2007 and 2006 

Consolidated statement of cash flows for the years ended December 31,2007,2006 and 2005 

Notes to consolidated financial statements 

Report of PricewaterhouseCoopers LLP, independent registered public accounting firm 
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2, Financial Statement Schedules 

Merck/Schenng-PIough Cholesterol Partnership Combined Financial Statements 

Merck/Schering-Plough Cholesterol Partnership 

(S in millions) 

Net sales 

Cost of sales 
Selling, general and administrative 
Research and development 

Income from operations 

Merck/Schermg-Ptough Cholesterol Partnership 
Combined Balance Sheets 
December 31, 
($ in millions) 

Assets 
Cash and cash equivalents 
Accounts receivable, net 
Inventories 
Prepaid expenses and other assets 

Total assets 

Liabilities and Partners' Capital (Deficit) 
Rebates payable 
Payable to Merck, net 
Payable to Sehering-piough, net 
Accrued expenses and other liabilities 

Total liabilities 

Partners' capital (deficit) " 

Total liabilities and Partners' capital (deficit) 

2007 2006 2005 

55,186 $3,884. 1 $2,425 

216 
1,151 

156 

179 
1,056 

161 

93 
945 
134 

1,523 1,396 1,172 

53,663 $2,488 $1,253 

2007 2006 

5. 491 
- 402 

. .. 105 
16' 

$ 36 
... 293 , 

87 
14 

$ 1,014 $ 430 

$ 377 
119 
115 
45 

$ 271 
64 

169 
7 

656 511 

358 (81) 

5 1,014 $ 430 
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Merck/Schering-Plough Cholesterol Partnership 
Combined Statements of Cash Flows 
Years Ended December 31, 
($ in millions) 

2007 2006 2005 

3,663 2,488 $ 1,253 

(109). (63) . (46) 
(18) (21) : (2) 
(2) (1) - - - (12) 

106 151 :.-85.. 
.  .  . . 1  • (130) 36 

38 . . . 5 . 2 
60 52 -

3,73 9 2,481 1,316 

Operating Activities: 
Income from operations 
Adjustments to reconcile income from operations to net cash provided by operating 
activities: 

Accounts receivable, net 
Inventories .. .. 
Prepaid expenses and other assets 
Rebates payable . .. 
Payable,to Merck and Schering-Plough, net 
Accrued expenses and other liabilities 
Non-cash charges 

Net 

Financing Activities: 
Contributions from Partners 
Distributions to Partners 

Net cash used for financing activities 

Net increase/(decrease) in cash and cash equivalents 
Cash and cash equivalents, beginning of period 

Cash and cash equivalents, end of period 

The accompanying notes are an integral part of these combinedfinancial statements. 
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- - . " 722 - - 721 710 
(4,006) (3,206) (2,033) 

(3,284) (2,485) (1,323) 

455 (4) (7) 
36 40 47 

$ 491 $ 36 $ 40 
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Merck/Schering-Plough Cholesterol Partnership 
Combined Statements of Partners' Capital (Deficit! 
($ in millions) ' 

Balance, January 1,2005 
Contributions fromPartners 

Distributions to Partners 

Balance, December 31,2005 
Contributions from Partners 
Income from operations 
Distributions to Partners 

Balance, December 31,2006 
Contributions from Partners 
Income from operations 
Distributions to Partners 

Schering-
Plough 

56 
330 
680 

(1,042) 

33 
344 

1,273 
(1,648) 

2 
276 

1,831 
(1,944) 

Merck 

(122) 
380 
364 

(991) 

(1®) 
429 

1215 
(1258) 

(83) 
506 

1232 
(2,062) 

Balaac®, December 31,2007 ..... 
S 165 $ 

The accompanying notes are an integral part of these combinedfinancial statements. 
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S. 

Total 

(66) 
710 

1,253 
(2,033) 

(136) 
773 

2,488 
(3206) 

(81) 
782 

3,663 
(4,006) 

358 
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Merck/Schering-Plough Cholesterol Partnership 
Notes to Combined Financial Statements 

1. Description of Business and Basis of Presentation 
Description of Business \ 

In May 2000, Merck & Co., Inc. ("Merck") and Schering-Plough Corporation ("Schering-Plough") (collectively 
"Management" or the "Partners") entered into agreements (the "Agreements") to jointly develop and market in the United States, 
Schering-Plough's then investigational cholesterol absorption inhibitor ("CAI") ezetimibe (marketed today in the United States as 
ZET1A and as EZETROL in most other countries) (the "Cholesterol Collaboration**) and a fixed—combination tablet containing the 
active ingredients montelukast sodium and loratadine (the "Respiratory Collaboration"). Montelukast sodium, a leukotriene receptor 
antagonist, is sold by Merck as SINGULAR and loratadine, an antihistamine, is sold by Schering-Plough as CLARITIN, both of 
which are indicated for the relief of symptoms of allergic rhinitis. 

The Cholesterol Collaboration is formally referred to as the Merck/Schering-Plough Cholesterol Partnership (the 
"Partnership"). In December 2001, the Cholesterol Collaboration Agreements were expanded to include all countries of the. world, 
except Japan. The Cholesterol Collaboration Agreements provide for ezetimibe to be developed and marketed in the following forms: 

• Ezetimibe, a once daily CAI, non—statin cholesterol reducing medicine used alone or co-administered 
with any statin drug, and 

• Ezetimibe and simvastatin (Merck's existing ZOCOR statin cholesterol modifying medicine) 
combined into one tablet (marketed today in the United States as VYTORIN and as INEGY in most 
other countries). 

VYTORIN and ZETIA were approved by the U.S. Food and Drug Administration in July 2004 and October 2002, 
respectively. Together, these products, whether marketed as VYTORIN, ZETIA or under other trademarks locally, are referred to as the 
"Cholesterol Products." 

Under the Cholesterol Collaboration Agreements, the Partners established jointly-owned, limited purpose legal entities 
based in Canada, Puerto Rico, and the United States through which to cany out the contractual activities of the Partnership in these 
countries. An additional jointly—owned, limited purpose legal entity based in Singapore was established to own the rights to the 
intellectual property and to fund and oversee research and development and manufacturing activities of the Cholesterol and Respiratory 
Collaborations. In all other markets except Latin America, subsidiaries of Merck or Schering-Plough perform marketing activities for 
Cholesterol Products under conduct with the Partnership. These legal entity and subsidiary operations are collectively referred to as the 
Combined Companies." In Latin America, the Partnership sells directly to Schering-Plough and Merck*s Latin American subsidiaries 

and Schering-Plough and Merck compete against one another in the cholesterol market. Consequently, selling, promotion and 
distribution activities for the Cholesterol Products within Latin America are not included in the Combined Companies. 

The Partnership is substantially reliant on the infrastructures of Merck and Schering-Plough. There are a limited number of 
employees of the legal entities of the Partnership and most activities are performed by employees of either Merck or Schering-Plough 
under servtce agreements with the Partnership. Profits, which are shared by the Partners under differing arrangements in countries 
around the world, are generally defined as net sales minus (1) agreed upon manufacturing costs and expenses incurred by the Partners 
and invoiced to the Partnership, (2) direct promotion expenses incurred by the Partners and invoiced to the Partnership, (3) expenses for 
a limited specialty sales force in the United States incurred by the Partners and invoiced to the Partnership, and certain amounts for 
sales force physician detailing of the Cholesterol Products in the United States, Puerto Rico, Canada and Italy, (4) administration 
expenses based on a percentage of Cholesterol Product net sales, which are invoiced by one of the Partners, and (5) other costs and 
expenses incurred by the Partners that were not contemplated when the Cholesterol Collaboration Agreements were entered into but that 
were subsequently agreed to by both Partners. Agreed upon research and development expenses incurred by the Partners and invoiced 
to the Partnership are shared equally by the Partners, after adjusting for special allocations in the nature of milestones due to one of the 
Partners. 
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.. Partnership s fbture results of operations, financial position, and cash flows may differ materially from the historical 
Pr^S6n t n e5ause° ^ nsks and uncertainties related to the Partnership's business. The Partnership's future operating 

results Mid cash flows are dependent on the Cholesterol Products. Any events that adversely affect the market for those products could 
have a significant impact on the Partnership's results of operations and cash flows. These events could include loss of patent protection 
increased costs associated with manufacturing, increased competition from the introduction of new, more effective treatments 
exclusion from government reimbursement programs, discontinuation or removal from the maricet of a product for safety or other 
reason, and the results of future clinical or outcomes studies. (Note 5) 

Basis of Presentation 
, _ . ?^?Panying S0I?bi?ld baIanc? sheets ̂  combined statements of net sales and contractual expenses, cash flows and 

partners capital (deficit) include the Cholesterol and Respiratory Collaboration activities of the Combined Companies. The Respiratory 
Collaboration activities primarily pertain to clinical development work and pre-launch marketing activities. on 
respiratory-related activities is not material to the income from operations in any of the years presented. In August 2007, the Partners 
announced that die New Drug Application filing for montelukast sodium/loratadine had been accepted by the U.S. Food and Drug 
Administration for standard review. The Partners are seeking U.S. marketing approval of the medicine for treatment of allergic rhinitis 
symptoms in patients who want relief from nasal congestion. 

„ ,^e!sales i™lude''K net ̂  of the Cholesterol Products sold by the Combined Companies. Expenses include amounts that 
Merck and Schenng-Plough have contractually agreed to directly mvoice to the Partnership, or are shared through the contractual profit 

sharing arrangements between the Partners, as described above. p 

i Tbe accompanying combined financial statements were prepared for the purpose of complying with certain rales and 
regulations oflfoe Secmities and Exchange Commission and reflect the activities of the Partnership based on the contractual agreements 
iS^fi i ,6 ^rtners. Such combined financial statements include only the expenses agreed by the Partners to be shared or included in 
the calculation of profits under the contractual agreements of the Partnership, and are not intended to be a complete presentation of all 
of the costs and expenses that would be incurred by a stand-alone pharmaceutical company for the discovery, development 
manufacture, distribution and marketing of pharmaceutical products. 

. ,Pn<ler th.e Cholesterol Collaboration Agreements, certain activities are charged to the Partnership by the Partners based on 
contractually agreed upon allocations of Partner-incurred expenses as described below. In the opinion of Management, any allocations 
of expenses described below are made on a basis that reasonably reflects the actual level of support provided. All other expenses are 
financial s'taremeirts"61^ acc g y'316 reflected in each Partner's respective expense line items in their separate consolidated 

- • T» J? describedabove' toe Prof" sharing arrangements under the Cholesterol Collaboration Agreements provide that only 
certain Partner-incinred costs and expenses be invoiced to the Partnership by the Partners and therefore become part of the profit 
sharing calculation. The following paragraphs list the typical categories of costs and expenses that are generally incurred in the 
discovery, development, manufacture, distribution and marketing of the Cholesterol Products and provide a description of how such 
costs and expenses are treated in the accompanying combined statements of net sales and contractual expenses, and in determining 
protits under the contractual agreements. 

• Manufacturing costs and expenses — All contractually agreed upon manufacturing plant costs and 
expsuses incurred by the Partners related to the manufacture of the Partnership products are included 
as Cost of sales" in the accompanying combined statements of net sales and contractual expenses, 
including direct production costs, certain production variances, expenses for plant services and 
administration, warehousing, distribution, materials management, technical services, quality control 
and asset utilization. All other manufacturing costs and expenses incurred by the Partners not agreed 
to be included in the determination of profits under the contractual agreements are not invoiced to the 
Partnership and, therefore, are excluded from the accompanying combined financial statements. 
These costs and expenses include but are not limited to yield gains and losses in excess of jointly 
agreed upon yield rates and excess/idle capacity of manufacturing plant assets. 
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• Direct promotion expenses — Direct promotion represents direct and identifiable out-of-pocket 
conS.nii0 A Partners on b,ehalf of the Partnership, including but not limited to 

agre Ufon ^xPenses re!ated t0 market research, detailing aids, agency fees, 
direct to-consumer advertising, meetings and symposia, trade programs, launch meetings special 
f iSi^ P"3®133?18 and product samples. All such contractually agreed upon expenses are 
nc uded in Selling, general and administrative" in the accompanying combined statements of net 

sales and contractual expenses. All other promotion expenses incurred by the Partners not agreed to 
•ni determination of profits under the contractual agreements are excluded from the 

accompanying combined financial statements. 

* rTtIn\ ^i? United States, Canada, Puerto Rico and other markets outside the United 
States (primarily Italy), the general sales forces of the Partners provide a majority of the ohvsician 

actlv,.ty at an agreed upon cost which is included in "Selling, general and administrative" in the 
accompanying combined statements of net sales and contractual expenses. In addition the agreed 
m theSd ofcXt? SalCS f°,rCe for,th.e United States market that caIls on opinion leaders 
in the field of cholesterol medicine are also included m "Selling, general and administrative " All 
nrofits thPCnS^ mfm7ed by the Partners not agreed to be included in the determination of 

contractual agreements are excluded from the accompanying combined financial 
i These expenses mclude the total costs of the general sales forces of the Partners detailing 

Italy? Products in most countries other than the United States, Canada, Puerto Rico and 

d̂™'ĵ ®tr?]tive exPenses — Administrative support is primarily provided by one of the Partners The 
contractually agreed upon expenses for support are determined based on a percentage of Cholesterol 
T™ net SaleS" u f10UDtS are included in "SeJHng, general and admKSf " ,n the 
a "Tnym| C°?1 statements of net sales and contractual expenses. Selected contractually 
agreed upon direct costs of employees of the Partners for support services and out-of-pocket 
*L|]ei\ses n?c™*r?d by the Partners on behalf of the Partnership are also included in "Selling general 
and administrative. All other expenses incurred by the Partners not agreed to be included in the 
Sr Pi °fnf 1 tb?contractual agreements are excluded from the accompanying 
combined financial statements. These expenses include, but are not limited to certain U S manaeed 

SSSS,P™^|bS",T » most international I.S.8 expenses such as corporate overhead and interest. 

' ̂ d?n^d,detVel°5ment ("R&D"> CXPenses - R&D activities are performed by the Partners and 
agreed upon costs and expenses are invoiced to the Partnership. These agreed upon expenses 

i!y rcP3Jesent 311 allocation of each Partner's estimate of full time equivalents devoted to the 
thiVd^ia^l deVd0pm^t 6 choles1t1ero1 and respiratory products and include grants and other 

ssssssiKssaaar - -USSA 
2. Summary of Significant Accounting Policies 
Principles of Combination 

Use of Estimates 

such estimates, actual results may differ from these estimates. 8 bates'Because of ^ uncertainty inherent in 
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Foreign Currency Translation 
11 «J 8^S?tS ®f 111 e Partnership's foreign operations are translated into U.S. dollars at cuirent *YPh=mg.» rates The 
significant! 8 translatm8 net ^sets of these operations are included in Partners' capital (Xt), and are not 

Cash and Cash Equivalents 

three menth^tn Primarily consist of highly liquid money market instruments with original maturities of less than 
PartnersWr^Th D ^Z,' £ P^ership changed certain cash management practices, increasing the amount of cash held by the 

c^in^^L5^ Hf " ilWeStfd J? highly Iiquid money »arke' instruments, is used to fiL trade 
renoftedhf Tf Mdfo'.distobutions to the Partners. Interest income earned on cash and cash equivalents is 

Inventories 
Substantially all inventories are valued at the lower of first in, first out cost or market. 

Intangible Assets 
.a a hjtsngible assets consist of licenses, trademarks and trade names owned by the PartnershiD These intangible assets wm 

recorded at the Partners' historical cost at the date of contribution, at a nominal value P' lntanglble 355618 W6re 

Revenue Recognition, Rebates, Returns and Allowances 
Revenue from sales of Cholesterol Products are recognized when title and risk of loss nass to the mstomer 

WTORW^^GY^reW°779'mini^Tf9>55C0''?rt'0n °Z|a,lenS,?ro%e-ds ^completion of all performance obligations. Net sales of 
•7VTtif^7a^ons a.-, '7Z v million and $1,028 million m 2007,2006 and 2005, respectively. Net sales of 
ZETIA/EZETROL are $2,407 milhon, $1,929 million and $1,397 million in 2007,2006 and 2005, respectively. 

intormPH;a™ Stat58' sa,?s discounts are issued to customers as direct discounts at the point-of-sale or indirectly through an 
f Piurcha56r' ^own 38 chargebacks, or indirectly in the form of rebates. Additionally, sales are generally made 

mli^wi r of return under certam conditions. Revenues are recorded net of provisions for sales discounts an<freturns for which 
SrefSlCan be Tde *• th6tlm6°fsale. Reserves for chargebacks, discounts and returns Ld allo^es^e reSd Zs a 
direct reduction to accounts receivable and amounted to $44 million and $37 million at December 31 2007 and 2006 resnectivelv 
Accruals for rebates are reflected as "Rebates payable," shown separately in the combinXaTance sheets 'respect,vely-

Income Taxes 
ret.™ In t3?3¥6 inc°me <w losses of foe Partnership are allocated to the Partners and included in each Partner's income tax 

h?Z! J h ^n^fLlon8l, P^erahip is subject to an income tax, which is included in foe combined financial statements 
1 iTeen J ®?c?Pt for these state income taxes, which are not significant to foe combined financial statements no 

StoS^^d'fot^rarion NJ?ig'T8" °f state,inc°me taxes-1,1 January 2007, foe Partnership adopted Financial Accounting ' 
££!££? fi^SKmente ' AcC0mtm^0r * ̂ome Taxes (FIN 48). Adoption of FIN 48 had no impact foe 

Concentrations of Credit Risk 
The Partnership's concentrations of credit risk consist primarily of accounts receivable At December 31 2007 Hm.e 

vk.ISSM'S; S£5 SSESS ™"200i- *• y 
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3. Inventories 

Inventories at December 31 consisted of: 

(Dollars in Millions) 2007 2006 

. _ .. _ _ e 37 « •ye 
Raw materials and work in process 68 62 

• - ' U-,: II- .T" S 10S $ 87 

i A DT\ A Jh?uPa?ners'liF.has e°teref ^ lon#7te™ agreements with the Partners for the supply of active pharmaceutical ingredients 
(API) and for the formulation and packaging of the Cholesterol Products at an agreed upon cost. In connection with these supply 
agreements, the Partnaship has entered into capacity agreements under which the Partnership has committed to take a specified annual 
minimum supply of API and formulated tablets or pay a penalty. These capacity agreements are in effect for a period of seven years 
following the first foil year of production by one of the Partners and expire beginning in 2011. The Partnership has met its commitments 
under the capacity agreements through December 31,2007. 

4. Related Party Transactions 

The Partnership receives substantially all of its goods and services, including pharmaceutical product, manufacturing 
tafoncM L a?foUwserV1CeS'administrative services and R&D s«™es, from its Partners. Summarized information about related party 

December 31.2007 December 31.2006 

(Dollars in Millions) Merck 
Schering-

Plough Total Merck 
Schering-

Plough Total 

Receivables: 
Payables 

S 128 
247 

$ 6 
121 

$ 134 
368 

$: J 39SL ! 
463 

I ' " 11 . 
180 

$ 410 
643 

Payables, net $ 119 115 $ 234 64 ! 6  1 6 9 "  $ 233 

auuiuusuauve expense mciuaes contractually denned costs tor physician detailing provided by 
?™fm87*i0nU# a,"? Mer^ of M42 million and $197 million, respectively, in 2007; $204 million and $203 million, respectively, in 
2006; and $196 million and $181 million, respectively, in 2005. These expenses are not necessarily reflective of the actual cost of the 
Partners sales efforts m the countries m which the amounts are contractually defined. Included in the 2007 and 2006 amounts are 
$60 million and $52 million, respectively, relating to contractually defined costs of physician detailing in Italy. These amounts were not 
paid by the Partnership to the Partners, but are a component of the profit sharing calculation. 

Cost of sales and selling, general and administrative expense also includes contractually defined costs for distribution and 
admmistrativeservices provided by Merck and Schering-Plough of $34 million, $27 million, and $21 million in 2007,2006 and 2005 
respectively. These amounts are not necessarily reflective of the actual costs for such distribution and administrative services. 

i .• A Partnership sells Cholesterol Products directly to the Partners, principally to Merck and Schering-Plough affiliates in 
Latin America. In Lata America, where the Partners compete with one another in the cholesterol market, Merck and Schering-Plough 
purchase Cholesterol Products from the Partnership and sell directly to third parties. Sales to Partners are included in "Net sales" at their 
'°v7>lc®,,pnceJ*Le accompanyingcombined statements of net sales and contractual expenses and are $82 million, $61 million, and 
$36 million m 2007,2006, and 2005, respectively. 

5. Legal and Other Matters 

j ,• 3?e Part??rshjP may become party to claims and legal proceedings of a nature considered normal to its business, including 
product liability and intellectual property. The Partnership records a liability in connection with 
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«*»**««.«. M««, ̂ ^ 

w oirf »'°A ŜJ™L ô pp'Sxrl'S'̂ Tt «*».">*«» 
for ZETIA. Schering-Plough andle PaSKtendf ^ is changing the U.S. patents that are listed 

infringement by generic ££££%££$ 2ft^XSS£?S3l2SS5 J?"* ?ey™ieve "V"1* «•** 

there can be no assurances of the outcomes which, if adverse, coulS result in sigmWythor^XeriS^v^**"*"• 

CombinatiOTEzetimibe anfffi^ollfw^ Tf ENHANCE ^ (Effect of 
Heterozygous Familial Hypercholesterolemia FisJWAwrp « Alone on the Atherosclerotic Process in Patients with 
FamilialHypercholesterolemia, a rare condition that affects apnroximatelv O^y^fth? c<mductedin 720 patients with Heterozygous 

change in the intima-media thickness measured at three sites m the S^orid rSf P°PuU, ^' ?e Pnmaiy endpoint was the mean 

and carotid bulb) between patients treated with ezetimibe/simvastatin in?sn common carotid, internal carotid 
over a two year period. There was ^ g ?rsus Patlents "^'ed with simvastatin 80 mg alone 

also no statistically significant difference between the treatment nrouns thf^h gr0UpS 00 'h® Pn^ary endpoint. There was 

the common carotid artery. The Partnership has been closelv monitnrino nf A th®comPon®n's °fthe primary endpoint, including 

& êrtations.C,iniCal esu'te- To datef̂ ol î  of̂ ™C™d̂ w^Prodû Sve hera°betow d̂ Pmtnê fp̂ s'p̂ or°̂ t',e 

Committee^'EM^^^Comme^^and^e Hous™StAcom^^tee^onIOversirfu'ler?f~^0"I^lreCe'V^'''0'nt letteK from the House 

Finance Committee collectively seekhufa eolbSon of d Invest!gations and one le"« from the Senate 

to the ENHANCE clinical trial, the sale and promotion of VTOWNuS of Z^hbrmationton * variety of issues related 

Schering-Plough. On January 25 2008 Merck Scherino-Plonok uL D I^ of stock by corporate officers of Merck and 

State AttorneyGeneral' s Officeseeking JS infoSM^lenU3^? ̂ b^>vedtwo subpoenas from the New York 

letter from the Office of the Connecticut Attorney Genera?dated Feb^S l' Tnna Z Sdienng-Plough have also each received a 

sale of the Cholesterol Products and the timing of disclosures of the rem?* orpwri d°cuments related to the marketing and 

cooperating with these investigationsmSwrnlKSEZSffi ?d ** PartnershiP ** 

the Partnership have become aware of or been servedwith aimrnYimatoiir oe":i ^ ,?n' f1"5® ™d January 2008, the Partners and 

consumer fraud claims in connection with the sale and promotion of the ChoW* ™ la?'sJIlts ?"eging common law and state 

outcome of the investigations or lawsuits arising from the ENHANCE rtaf ".VV101 feas.,bl? to predict the 
effect on the Partnership's financial position, reKf oper^ons ^ c^Xws °UtCOmeS ^ 8 SIgmficant advCTSe 

beneficial. The PartnSship ™lf-i^nes™rof SsTisk^stt rektef m nmHES ™d afd.^insJJrance as Management believes is cost 

incurred but not reported. oduct liability and accrues an estimate of product liability claims 
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INDEPENDENT AUDITORS' REPORT 
The Partners of the Merck/Schering-Plough Cholesterol Partnership 

"Pa«P")as of:Decembw 3l!2007 Nmf?9)°^tero1 Partnership (the 
CMtractual expenses, partners' capital (deficit) and cash flows as descriiLdin combmed statements of net sales and 
December 31,2007. These financial statements are the resZLftili^f rt-1 for ??b ofthe three years in the per 
Schering-Plough Corporation. Our responsibility is to exp£ss an omnfon "erck & Co., 1 

o^rffnT missta,e™nt- The Partnership is not required to havenT wereweTp^Ht0"1 *2**" the financial statements are 
n^Jl 'eportlng- Cff audits included consideration of mternal'contol perform, an audit of its internal control 
procedures that are appropriate in the circumstances but not for the numrw nf »» financial reporting as a basis for designing audit 
Partnerships internal control over financial ?n.^T» "".the effectiveness of the 
test basis, evidence supporting the amounts and disclosures in "h opinion. An audit also includes examining on a 
significant estimates made by management as well as evaluating the nu dements, assessmg the accounting principles used and 
provide a reasonable basis for ouT^inion evaluating the overall financial statement presentation. We believeX oiTaudits 

Exchange Com^fsion^"S dS^^Notet^X tatenSo^ a^n^n mlest^d ^Jftions ofthe Securities and 
operations or rash flows of all the activities of a stand-alone pharmaceutical cnmit presentation of the financial position, results of 
manufacture, distribution and marketing of pharmaceutical prodSST COmpany lnvolved m the discovery, development, 

Merck/^tenrig^Plou^CCholKt^rltona^p,0as'^cnbecfin Nwecombined f,nancial position ofthe 
ofgi net sales and contractual expenses and its SSSdc*h flc^aJfaSfcrf Se ' ?°°7 T* ̂ 6'and ̂  ̂bined resuTti 
mtded December 31,2007, m confonnity with accounting princX^^t tSSSfiS ftKE." "" ̂  

It I r < t f ft UtA^MX- * I Hicfre-* UJP 
Deloitte & Touche LLP 
Parsippany, New Jersey 
February 27,2008 
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li81ed "h™" h*w h"6" °mi"edtemse ""y are d,her n0' <* 

« .  < i r a £ 2 i , J K 2 S X  S S K s a s t e E ?  "  ^  ^  ^ «  h  
3. Exhibits 

Exhibit 
Number Description 

2 1  ~ SfA2Smf£? I998between Astra AB, Merck & Co., Inc., Astra Merck 

pSBSSSSSSaS-
~ SSS3»l̂ ssca? 
~ CwremReporfon'Fom^-KXte'dM'ay^l7^2007^° ^^ 1 2°°7)~InCOlp°ratedb*ref™» 

3 2  ~  r £ S £ F o ^ g - K ^ d M a y ^ l ^  3 ' ' 2 ° ° 7 ) ~ I n C O r P ° r a t e d ^ < ° C - e n ,  

I"—»«<«*•« »«»IK 

— Base Salary Deferral Plan (as adopted on October 22, 1996 effective Januarv l 190T\ v 
reference fe Pom, 10-K Annn.1 fcpoifcrfc nse,! ,™,,^31.1 IS ~ <» 

~ »»e- •—p— * 

"°4 -

10.5 2001 Incentive Stock Plan (amended and restated as of December 19 ?(Wi\ innamnfata/i u c * 
Form 10-K Annual Report for the fiscal year CSSDMSSS?31. 2006 }'ncoIP°ra,ed reference <° 

,0'6 -

107 _ 

~ StP™"°" E"tn° "" - ln«"^r«d »» *o Current Report on 

~~ ^^v^n^OOfii'^ lnrnmSA6,?6^5 PlM for^onunion Employees (amended and restated effective as of 
July 11,2006) — Incorporated by reference to Current Report on Form 8-K dated July 11,2006 

— Merck & Co., Inc. Special Separation Program for "Separated" Employees (effective as of January 2,2008) 

- Merck & Co., Inc. Special Separation Program for "Bridged" Employees (effective as of January 2,2008) 

2.2 

3.1 

4.1 

4.2 

*10.2 

*10.3 

*10.8 

*10.9 

*10.10 

*10.11 
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Number 
Exhibit 

•10.12 

*10.13 

*10.14 

*10.15 

*10.16 

*10.17 

*10.18 

*10.19 

*10.20 

*10.21 

*10.22 

10.23 

10.24 

10.25 

10.26 — 

10.27 _ 

10.28 — 

10.29 

Description 

Sry^obg)0' Separation Pr°g™ for "Separated Retirement Eligible" Employees (effective as of 

_ nssr 

F « M ! H } Q & ? y ^ S » S S l p S S ^ ; " > • 2 « K ) - t a o p o r . t t d h y  

lDCO,POrated b^°™ Kfis^rlled 

*»*»«» 

^ •«)-ln»Wlby 

to Form 10-K AmS^SJfforfce'KISe^Dectmter^ToM I5,2000 ~ '"""P^ed by reference 

to Current Report on ^mg-K^aiedJ^s'^OO?' Ke"°g8'dated lme 18'2007 ~ Incorporated by reference 

- KBI Shares Optron Agreement dated as of JuIy , I998b H -hepenod ended June 30. 1998 
Holdmgs, Inc. - Incorporated by reference Jform 10^ Quarteri^R^ tor'th^ 3 C°"InC" and Me«* 

— KBI-E Asset Onrin a vuanerly Keport for the Pen°d ended June 30, 1998 

Merck Inc. andAstra M^rEnt^esInf 1,1998 by md amon8 Astra AB Merck & Co I A 
penod ended June 30, 1998 Incorporated by reference to Fom 10-Q Quarterly R̂ ortf th 

SaS=s5SSs=s» ' 
the period ended June 30,1998 ' Incorporated by reference to Form 10-Q Quarterly R^it for 
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Exhibit 
Number Description 

10.30 

10.31 

10.32 

12 

21 

23.1 

23.2 

24.1 

24.2 

31.1 

31.2 

32.1 

32.2 
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PARTI 

ITEM 1. BUSINESS 

General 

Pfizer Inc. (which may be referred to as Pfizer, the Company, we, us or 
our) is a research-based, global pharmaceutical company. We discover, 
develop, manufacture and market leading prescription medicines for 
humans and animals. 

The Company was incorporated under the laws of the State of 
Delaware on June 2,1942. 

We acquired Pharmacia Corporation (Pharmacia) in April 2003. The 
acquisition was accounted for as a purchase. In accordance with GAAP, 
we did not restate our results of operations and financial position to reflect 
the historical results of operations and financial position of Pharmacia. 

We acquired Esperion Therapeutics, Inc. (Esperion) in February 2004. 
The acquisition was accounted for as a purchase. Esperion is a 
biopharmaceutical company focused on the development of high density 
lipoprotein (HDL)-targeted ("good cholesterol") therapies for the 
treatment of cardiovascular disease. 

In September 2005, we acquired Vicuron Pharmaceuticals, Inc., a 
biopharmaceutical company focused on the development of novel 
anti-infectives. The acquisition was also accounted for as a purchase. 

In February 2006, we acquired from sanofi-aventis the worldwide 
rights to Exubera (inhaled insulation therapy) and the insulin product 
business and facilities located in Frankfurt, Germany, which were 
previously jointly owned by the Company and sanofi-aventis. In the third 
quarter of2007, the Company decided to exit Exubera and recorded 
charges totaling $2.8 billion ($2.1 billion, net of tax). 

We completed the sale of our Consumer Healthcare business to 
Johnson & Johnson for $16.6 billion in December 2006. Revenues from 
our Consumer Healthcare business were $4.0 billion for full-year 2006. 

In January 2008, we completed the acquisition of Coley 
Pharmaceutical Group, Inc., a company 

whose area of expertise is immunotherapy with specific emphasis on 
Toll-like receptor research and development. The acquisition was 
accounted for as a purchase. 

In January 2008, we completed the acquisition of CovX Research 
LLC, a privately-held biotherapeutics company focused on preclinical 
oncology and metabolic research and a developer of a technology 
platform. The acquisition was accounted for as a purchase. 

Pfizer Website 

Our Annual Report on Form 10-K, Quarterly Reports on Form 10-Q, 
Current Reports on Form 8-K and amendments to those reports filed or 
furnished pursuant to Section 13(a) or 15(d) of the Securities Exchange 
Act of 1934 are available on our website (www.pfizer.com) as soon as 
reasonably practicable after we electronically file such material with, or 
furnish it to, the Securities and Exchange Commission (SEC). 

Throughout this 2007 Form 10-K, we "incorporate by reference" 
certain information from parts of other documents filed with the SEC, 
including our Annual Report to Shareholders for 2007 and our Proxy 
Statement for the 2008 Annual Meeting of Shareholders (2008 Proxy 
Statement). The SEC allows us to disclose important information by 
referring to it in that manner. Please refer to such information. Our Annual 
Report to Shareholders consists of: the 2007 Annual Review (2007 Annual 
Review); and the 2007 Financial Report (2007 Financial Report), which is 
contained in Appendix A to our 2008 Proxy Statement. Portions of our 
2007 Financial Report are filed as Exhibit 13 to this 2007 Form 10-K. On 
or about March 14,2008, our 2007 Annual Review, our 2007 Financial 
Report and our 2008 Proxy Statement will be available on our website 
(www.pfizer.com). 

Information relating to corporate governance at Pfizer, including our 
Corporate Governance Principles; Director Qualification Standards; Chief 

http://www.pfizer.com
http://www.pfizer.com


Executive Officer and Chief Financial Officer certifications; Pfizer 
Policies on Business Conduct (for all of our employees, including our 
Chief Executive Officer, Chief Financial Officer and Principal Accounting 
Officer); Code of Business Conduct and Ethics for our Directors; as well 
as information concerning our Directors; e-mail 



communication with our Directors; Board Committees; Committee 
charters and the Lead Independent Director Charter; and transactions in 
Pfizer securities by Directors and officers, is available on our website 
(www.pfizer.cwn). We will provide any of the foregoing information 
without charge upon written request to Margaret M. Foran, Senior Vice 
President-Corporate Governance, Associate General Counsel and 
Corporate Secretary, Pfizer Inc., 235 East 42nd Street, New York, NY 
10017-5755. Information relating to shareholder services, including our 
Shareholder Investment Program, book-entry share ownership and direct 
deposit of dividends, is also available on our website (www.pfizer.com). 

Business Segments 

We operate in two business segments: Pharmaceutical and Animal 
Health. 

We also operate several other businesses, including the manufacture of 
gelatin capsules, contract manufacturing and bulk pharmaceutical 
chemicals. Due to the size of these small businesses, they are grouped into 
the "Corporate/Other" category of our segment information. 

Comparative segment revenues and related financial information for 
2007,2006, and 2005 are presented in the tables captioned Segment and 
Revenues by Therapeutic Area in Note 21 to our consolidated financial 
statements, Segment, Geographic and Revenue Information, in our 2007 
Financial Report. The information from those sections of our 2007 
Financial Report is incorporated by reference in this 2007 Form 10-K. 

Our businesses are heavily regulated in most of the countries where we 
operate. In the U.S., the principal authority regulating our operations is the 
Food and Drug Administration (FDA). The FDA regulates the safety and 
efficacy of the products we offer and our research quality, manufacturing 
processes, product promotion, advertising and product labeling. Similar 
regulations exist in most other countries, and in many countries the 
government also regulates our prices. See Government Regulation and 
Price Constraints below. 

Pharmaceutical 

Our Pharmaceutical business is the largest pharmaceutical business in 
the world. Each year, Pfizer pharmaceuticals help over 150 million people 
throughout the world live longer, healthier lives. With medicines across 11 
therapeutic areas, we help to treat and prevent many of the most common 
and most challenging conditions of our time. Our products are in 
Cardiovascular and Metabolic Diseases; Central Nervous System 
Disorders; Arthritis and Pain; Infectious and Respiratory Diseases; 
Urology; Oncology; Ophthalmology; and Endocrine Disorders. As of 
October 2007, our portfolio of medicines included seven medicines that 
led their therapeutic areas based on revenues. 

In 2007, Pharmaceutical revenues declined 1%, to $44.4 billion 
primarily resulting from the earlier-than-expected loss of U.S. exclusivity 
for Norvasc in March 2007 and the loss of U.S. exclusivity for Zoloft in 
August 2006. Solid performance from products launched in the U.S. since 
2005 such as Lyrica, Sutent and Chantix and several in-line products, as 
well as the favorable impact of foreign exchange, were able to partially 
offset these declines. Revenues from this segment contributed 91.8% of 
our total revenues in 2007,93.2% of our total revenues in 2006, and 93.4% 
in 20Q5. In 2007, Lipitor, Norvasc, and Celebrex each delivered at least $2 
billion in revalues while Lyrica, Viagra, Detrol/DetroI LA, 
Xalatan/Xalacom and Zyrtec/Zyrtec D each surpassed $1 billion. A table 
captioned Revenues — Major Pharmaceutical Products, in our 2007 
Financial Report, is incorporated by reference. 

Our major pharmaceutical products and certain recently approved 
products are as follows: 

Cardiovascular and Metabolic Diseases 

• Lipitor, for the treatment of elevated LDL- cholesterol levels in 
the blood, is the most widely used treatment for lowering 
cholesterol and the best-selling pharmaceutical product of any 
kind in the world. 

• Norvasc, for treating hypertension, lost exclusivity in the U.S. 
in March 2007 and has also experienced patent expirations in 
most other major markets with the exception of Japan and 
Canada. Norvasc is covered by a compound patent in Japan that 
will expire in March 2008. 

http://www.pfizer.cwn
http://www.pfizer.com




• Caduet is a single pill therapy combining Lipitor and Norvasc 
for prevention of cardiovascular events. 

• Chemtix/Champix, the first new prescription treatment to aid 
smoking cessation in nearly a decade, became available to 
patients in the U.S. in August 2006. It also is currently available 
in over 20 European markets as well as Canada, Australia, 
Korea, Brazil and Mexico. For further information on 
Chantix/Champix, including a recent label change in the U.S., 
see the discussion under the heading Pharmaceutical-Selected 
Product Description, Chantix/Champix in the Financial Review 
section of our 2007 Financial Report, which is incorporated by 
reference. 

Central Nervous System Disorders 

• Lyrica was approved by the FDA in June 2005 for adjuctive 
therapy for adults with partial onset epileptic seizures. This 
indication built on an earlier FDA approval of Lyrica for the 
treatment of two of the most common forms of neuropathic 
pain—painful diabetic peripheral neuropathy and post-heipetic 
neuralgia. In June 2007, Lyrica was approved in the U.S. for the 
management of fibromyalgia, one of the most common chronic 
pain conditions. This approval represents a breakthrough for the 
more than six million Americans who suffer from this 
debilitating condition who previously had no FDA-approved 
treatment. 

• Geodon/Zeldox, a psychotropic agent, is a dopamine and 
serotonin receptor antagonist indicated for the treatment of 
schizophrenia and acute manic or mixed episodes associated 
with bipolar disorder. It is available in both an oral capsule and 
rapid-acting intramuscular formulation. 

• Aricept, discovered and developed by Eisai Co., Ltd., is the 
world's leading medicine to treat symptoms of Alzheimer's 
disease. We co- promote Aricept with Eisai in the U.S. and 
several other countries and have an exclusive license to sell this 
medicine in certain other countries. 

• Zoloft, lost exclusivity in the U.S. in August 2006 and earlier in 
many European markets. It 

is indicated for the treatment of major depressive disorder, panic disorder, 
obsessive-compulsive disorder (OCD) in adults and children, 
post-traumatic stress disorder (PTSD), premenstrual dysphoric disorder 
(PMDD) and social anxiety disorder (SAD). Zoloft is approved for acute 
and long-term use in all of these indications, with the exception of PMDD. 
Zoloft was launched in Japan in July 2006 for the indications of 
depression/depressed state and panic disorder. 

Arthritis and Pain 

• Celebrex is for the treatment of arthritis pain and inflammation 
and acute pain. It also was approved by the FDA in July 2005 
and in Europe in February 2007 for the treatment of ankylosing 
spondylitis, a form of spinal arthritis, and in December 2006, 
for the treatment of juvenile rheumatoid arthritis. 

Infectious and Respiratory Diseases 

• Vfend is a treatment that can be administered orally or 
intravenously for certain serious and potentially fatal fungal 
infections, for the treatment of esophageal candidiasis and for 
the treatment of certain blood stream infections in 
non-neutropenic patients (those without low white blood cell 
counts). It is also available in an oral-suspension formulation 
suitable for patients unable to swallow the tablet form. 

• Zyvox is for the treatment of bacterial infections, which 
increasingly are caused by drug-resistant bacteria, and the 
treatment of diabetic foot infections. Zyvox is available in 
intravenous, tablet and oral-suspension formulations. 

• Selzentry/Celsentri is the first in a new class of oral HIV 
medicines in more than a decade known as CCR5 antagonists. 
CCR5 antagonists work by blocking the CCR5 co-receptor, the 
virus' predominant entry route into T-cells. Selzentry/Celsentri 



stops the R5 virus on the outside surface of the cells before it 
enters, rather than fighting the virus inside, as do all other 
classes of oral HIV medicines. Sebentry/Celsentri was 
approved in the U.S. in August 2007 and in Europe in 
September 2007, and is indicated for combination and-



retroviral treatment of treatment-experienced adults infected 
with only CCR5-tropic HIV-1 detectable, who have evidence 
of viral replication and have HIV-1 strains resistant to multiple 
anti-retroviral agents. 

Urology 

• Viagra remains the leading treatment for erectile dysfunction 
(ED), and one of the world's most recognized pharmaceutical 
brands. 

• Detrol is the world's leading product for the treatment of 
overactive bladder. Detrol LA is an extended-release 
formulation of this medicine, taken once a day. 

Oncology 

• Camptosar, which is marketed under the name Campto in many 
countries outside the U.S., is indicated as first-line therapy for 
metastatic colorectal cancer in combination with 5-fluorouracil 
and leucovorin. The U.S. basic patent for Camptosar expired in 
February 2008. 

• Sutent is an oral multi-kinase inhibitor that combines 
anti—angiogenic and anti—tumor activity to inhibit the blood 
supply to tumors. Sutent was approved by the FDA and 
launched in die U.S. in January 2006 for advanced renal cell 
carcinoma, including metastatic renal cell carcinoma, and 
gastrointestinal stromal tumors (GIST) after disease progression 
on or intolerance to imatinib mesylate. In January 2007, Sutent 
received fall marketing authorization and extension of die 
indication to first-line treatment of advanced and/or metastatic 
renal cell carcinoma, as well as approval as a second-line 
treatment of GIST in the EU. 

Ophthalmology 

• Xalatan/Xalacom is one of the world's leading branded 
glaucoma medicines. It is used to treat open-angle glaucoma 
and ocular hypertension. Xalacom, the only fixed combination 
prostaglandin (Xalatan) in combination with a beta blocker, is 
available primarily in European markets. 

Endocrine Disorders 

• Genotropin is the world's leading human recombinant growth 
hormone. It is used for the treatment of various growth 
disorders in children and adults. Novo Nordisk has granted us a 
non-exclusive license to sell Genotropin in the U.S. 

Other 

• Zyrtec/Zyrtec D is for the treatment of year- round indoor and 
seasonal outdoor allergies and hives in adults and children. We 
lost U.S. exclusivity for Zyrtec in January 2008. Since we sold 
our rights to market Zyrtec over—the— counter in connection 
with the sale of our Consumer Healthcare business, we ceased 
selling this product in late January 2008. 

Animal Health 

Our Animal Health business is one of the largest in the world. We 
discover, develop and sell products for the prevention and treatment of 
diseases in livestock and companion animals. In 2007, Animal Health 
revenues increased 14%, to $2.6 billion, primarily due to the continued 
performance of Revolution/Stronghold, Rimadyl, and other products, and 
the launches of important new products such as Convenia (single dose 
antibiotic for dogs and cats), Slentrol (anti-obesity treatment for dogs), 
Cerenia (prevention and treatment of emesis for dogs), and Improvac 
(boar taint vaccine for pigs). 



Among the products we market are parasiticides, anti-inflammatories, 
antibiotics, vaccines, antiemetics, and anti-obesity agents, including the 
products discussed below. 

Parasiticides constitute the largest segment of the animal health market 
for companion animals, consisting mainly of medicines for the control of 
parasites such as fleas and heartworm. Our product, 
Revolution/Stronghold, is our largest-selling parasiticide for dogs and 
cats. 

Rimadyl relieves pain and inflammation associated with canine 
osteoarthritis and soft tissue orthopedic surgery. Rimadyl is the only 
arthritis pain medication prescribed by veterinarians available in chewable 
tablets, regular caplets and in an injectable formulation. 



Clavamox/Syrwlox is an antibiotic for skin and soft tissue infections in 

dogs and cats. 

Our vaccine portfolio for livestock is extensive and includes 
RespiSureOne/StellamuneOne, a single-dose vaccine used to prevent 
pneumonia in swine, and Bovi—Shield Gold, a cattle vaccine for 
reproductive and respiratory protection. 

Dectomax injectable and pour-on formulations remove and control 
internal and external parasites in beef cattle. 

Draxxin is an effective and convenient single dose antibiotic used to 
treat infections in cattle and swine. 

Excede is an effective and convenient single-dose antibiotic used to 
treat infections in dairy cows, beef cattle and swine. 

Research and Product Development 

Innovation by our research and development operations is very 
important to the Company's success. Our goal is to discover, develop and 
bring to market innovative products that address major unmet medical 
needs. This goal has been supported by our substantial research and 
development investments. We spent $8.1 billion in 2007, $7.6 billion in 
2006 and $7.3 billion in 2005 on research and development in support of 
Pfizer's Pharmaceutical and Animal Health businesses. 

We conduct research internally and also through contracts with third 
parties, through collaborations with universities and biotechnology 
..^mpanipg and in cooperation with other pharmaceutical firms. We also 
seek out promising compounds and innovative technologies developed by 
third parties to incorporate into our discovery or development processes or 
projects, as well as our product lines, through acquisition, licensing or 
other arrangements. 

Drug discovery and development is time consuming, expensive and 
unpredictable. On average, only one out of many thousands of chemical 
compounds discovered by researchers proves to be both medically 
effective and safe enough to become an approved medicine. The process 
from early discovery to development to regulatory approval can take more 
than ten years. Drug candidates can fail at any stage of the process. 
Candidates may not receive regulatory approval even after many years of 
research. 

We believe that our investments in research have been rewarded by the 
number of pharmaceutical compounds we have in all stages of 
development. We currently are working on 213 projects in development, 
including 151 new molecular entities and 62 product-line extensions. In 
addition, we have more than 300 projects in discovery research. In recent 
years, our discovery scientists have delivered over 100 new chemical 
compounds to early development. While these new candidates may or may 
not eventually receive regulatory approval, new drug candidates entering 
development are the foundation for future products. 

In addition to discovering and developing new products, our research 
operations add value to our existing products by improving their 
effectiveness and by discovering new uses for them. 

Information concerning several of our drug candidates in development, 
as well as supplemental filings for existing products, is set forth under the 
heading Product Developments in our 2007 Financial Report. That 
information is incorporated by reference. 

Pfizer provides a detailed update of its pipeline twice a year, which is 
available at www.nfizer.com/pioeline for tracking development 
compounds across Pfizer's robust pipeline. 

Our competitors also devote substantial funds and resources to 
research and development. In addition, the consolidation that has occurred 
in our industry has created companies with substantial research and 
development resources. We also compete against numerous small 
biotechnology companies in developing potential drug candidates. The 
extent to which our competitors are successful in their research could 
result in erosion of the sales of our products and unanticipated product 
obsolescence. 

International Operations 



We have significant operations outside the United States. They are 
managed through the same business segments as our U.S. operations 
—Pharmaceutical and Animal Health. 

Revenues from operations outside the U.S. of $25.3 billion accounted 
for 52.2% of our total revenues in 2007. Revenues exceeded $500 million 
in each of 12 countries outside the U.S. in 



2007. The U.S. was the only country to contribute more than 10% of our 
total revenues, comprising 47.8% of total revenues in 2007,53.4% of total 
revenues in 2006 and 522% of total revenues in 2005. Japan is our 
second-largest national market^ with 7.0% of our total revenues in 2007, 
6.7% in 2006 and 7.3% in 2005. 

For a geographic breakdown of revenues and changes in revenues, see 
the table captioned Geographic in Note 21 to our consolidated financial 
statements, Segment, Geographic and Revenue Information, in our 2007 
Financial Report and the table captioned Change in Revenues by Segment 
and Geographic Area in our 2007 Financial Report. Those tables are 
incorporated by reference. 

Our international businesses are subject, in varying degrees, to a 
number of risks inherent in carrying on business in other countries. These 
include currency fluctuations, capital and exchange control regulations, 
expropriation and other restrictive government actions. Our international 
businesses are also subject to government-imposed constraints, including 
laws on pricing, reimbursement and access to our products. 

See Government Regulation and Price Constraints below for 
discussion of these matters. 

Depending on the direction of change relative to the U.S. dollar, 
foreign currency values can increase or decrease the reported dollar value 
of our net assets and results of operations. In 2007, both revenues and net 
income were favorably impacted by foreign exchange, as foreign currency 
movements relative to the U.S. dollar increased our revenues and net 

t income in many countries. While we cannot predict with certainty future 
changes in foreign exchange rates or the effect they will have on us, we 
attempt to mitigate their impact through operational means and by using 
various financial instruments. See the discussion under Note 10-D to our 
consolidated financial statements, Financial Instruments: Derivative 
Financial Instruments and Hedging Activities in our 2007 Financial 
Report. That discussion is incorporated by reference. Related information 
about valuation and risks associated with such financial instruments in 
parts E and F of that Note is also incorporated by reference. 

Marketing 

In our global Pharmaceutical business, we promote our products to 
healthcare providers and patients. Through our marketing organizations, 
we explain the approved uses, benefits and risks of our products to 
healthcare providers, such as doctors, nurse practitioners, physician 
assistants, pharmacists, hospitals, Pharmacy Benefit Managers (PBMs), 
Managed Care Organizations (MCOs), employers and government 
agencies. We also market directly to consumers in the U.S., through 
direct-to-consumer advertising that communicates the approved uses, 
benefits, and risks of our products while continuing to motivate people to 
have meaningful conversations with their doctors. In addition, we sponsor 
general advertising to educate the public on disease awareness, important 
public health issues, and our patient assistance programs. 

Our operations include several pharmaceutical sales organizations. Our 
structure aligns the sales, marketing, and medical functions to work closely 
in tandem along the same therapeutic groups of products, reinforcing 
common coordination, focus, and accountability across the organizations. 

Our prescription pharmaceutical products are sold principally to 
wholesalers, but we also sell directly to retailers, hospitals, clinics, 
government agencies and pharmacies. We seek to gain access to health 
authority, PBM and MCO formularies (lists of recommended, approved, 
and/or reimbursed medicines and other products). We also work with 
MCOs, PBMs, employers and other appropriate healthcare providers to 
assist them with disease management, patient education and other tools 
that help their medical treatment routines. 

Our Animal Health business also uses its own sales organization to 
promote its products. Its advertising and promotion are generally targeted 
to health professionals, directly and through veterinary journals. Animal 
health products are sold through veterinarians, distributors and retail 
outlets as well as directly to users. Where appropriate, these products are 
also marketed through print and television advertising. 



During 2007, sales to our three largest wholesalers were as follows: 

• McKesson, Inc.—18% of our total revenues; 
• Cardinal Health, Inc.—12% of our total revenues; and 
• AmerisourceBergen Corporation—10% of our total revenues. 

Sales to these wholesalers were concentrated in the Pharmaceutical 
segment. Apart from these instances, neither of our business segments is 
dependent on any one customer or group of related customers. 

Patents and Intellectual Property Rights 

Our products are sold around the world under brand-name, logo and 
certain product design trademarks that we consider in the aggregate to be 
of material importance. Trademark protection continues in some countries 
for as long as the mark is used and, in other countries, for as long as it is 
registered. Registrations generally are for fixed, but renewable, terms. 

We own or license a number of U.S. and foreign patents. These patents 
cover pharmaceutical and other products and their uses, pharmaceutical 
formulations, product manufacturing processes and intermediate chemical 
compounds used in manufacturing. 

Patents for individual products extend for varying periods according to 
the date of patent filing or grant and the legal term of patents in the various 
countries where patent protection is obtained. The actual protection 
afforded by a patent, which can vary from country to country, depends 
upon the type of patent, the scope of its coverage and the availability of 
legal remedies in the country. 

In the aggregate, our patent and related rights are of material 
importance to our businesses in the U.S. and most other countries. Based 
on current product sales, and considering the vigorous competition with 
products sold by others, the patent rights we consider most significant in 
relation to our business as a whole, together with the year in which the 
U.S. basic product patent expires (including, where applicable, the 
additional six—month pediatric exclusivity period), are those for the drugs 
set forth in the table below. The table 

also includes patent expiration information relating to certain recently 
approved drugs. 

U.S. Basic Product Patent 
Prue Expiration Year 

Aricept 2010 

Lipitor 2010 
Xalatcm 2011 

Viazra 2012 

Petrol 2012 

Celebrex 2014 

Zwox 2015 

Chantix 2018 

Lvrica 2018 

Sutent 2021 

In some instances, there are later-expiring patents relating to our 
products directed to particular forms or compositions of the drug or to 
methods of manufacturing or using the drug in the treatment of particular 
diseases or conditions. However, in some cases, such patents may not 
protect the Company's drug from generic competition after the expiration 
of the basic patent. 

The U.S. basic patents expired for Zyrtec/Zyrtec D and Norvasc in 2007 
and for Camptosar in February 2008. 

Aricept is patented by Eisai Co., Ltd. We co-promote Aricept with 
Eisai in the U.S. and several other countries and have an exclusive license 
to sell the drug in certain other countries. 

In addition to our U.S. basic product patent for Lipitor, which 
(including the pediatric exclusivity period) expires in March 2010, we 
have a patent covering specifically the enantiomeric form of the drug, 



which (including the pediatric exclusivity period) expires in June 2011. 
See Note 20 to our consolidated financial statements, Legal Proceedings 
and Contingencies, in our 2007 Financial Repent regarding pending legal 
challenges to our Lipitor patents in the U.S. and Canada. 

We market Genotropin in the U.S. under a non-exclusive license from 
Novo-Nordisk. 

Companies have riled applications with the FDA seeking approval of 
products that we believe infringe our patents covering, among other 
products, Lipitor, Celebrex, Detrol/Detrol LA and Caduet. In addition, a 
company has filed an application with the FDA seeking approval to market 
a generic version of Aricept, which is patented by Eisai Co., Ltd. 



We also have other patent rights covering additional products that have 
lesser revenues than most of the products set forth in the table above. 

The expiration of a basic product patent or loss of patent protection 
resulting from a legal challenge normally results in significant competition 
from generic products against the originally patented product and can 
result in a significant reduction in sales of that product in a very short 
period. In some cases, however, we can continue to obtain commercial 
benefits from product manufacturing trade secrets; patents on uses for 
products; patents on processes and intermediates for the economical 
manufacture of the active ingredients; patents for special formulations of 
the product or delivery mechanisms; and conversion of the active 
ingredient to over-the-counter products. 

One of the main limitations on our operations in some countries 
outside the U.S. is the lack of effective intellectual property protection for 
our products. Under international agreements in recent years, global 
protection of intellectual property rights is improving. The General 
Agreement on Tariffs and Trade requires participant countries to amend 
their intellectual property laws to provide patent protection for 
pharmaceutical products by the end of a ten-year transition period. A 
number of countries are doing this. We have experienced significant 
growth in our businesses in some of those nations, and our continued 
business expansion in those countries depends to a large degree on further 
patent protection improvement. 

Competition 

Our businesses are conducted in intensely competitive and often highly 
regulated markets. Many of our human pharmaceutical products face 
competition in the form of branded drugs or generic drugs that treat similar 
diseases or indications. The principal forms of competition include 
efficacy, safety, ease of use, and cost effectiveness. Though the means of 
competition vary among product categories and business groups, 
demonstrating the value of our products is a critical factor for success in 
all of our principal businesses. 

Our Pharmaceutical business is the largest in the world. Our 
competitors include other worldwide research-based drug companies, 

smaller research companies with more limited therapeutic focus, and 
generic drug manufacturers. We compete with other companies that 
manufacture and sell products that treat similar diseases or indications as 
our major products. 

Such competition affects our core product business, focused on 
applying innovative science to discover and market products that satisfy 
unmet medical needs and provide therapeutic improvements. Our 
emphasis on innovation is underscored by our multi-billion-dollar 
investment in research and development over the past decade, resulting in 
one of the strongest product pipelines in the industry. Our investment in 
research does not stop with a drug approval; we continue to invest in 
further understanding the value of our products for the conditions they 
treat as well as potentially new conditions. We protect the health and well 
being of patients by ensuring that medically sound knowledge of the 
benefits and risks of our medicines is understood and communicated to 
patients, physicians and global health authorities. We also continue to 
enhance the organizational effectiveness of our pharmaceutical sales and 
marketing functions, coordinating support for our salespeople's efforts to 
launch and promote our products to our customers. 

Operating conditions have become more challenging under the 
mounting global pressures of competition, industry regulation and cost 
containment. We recently have taken and continue to take measures to 
evaluate, adapt, and improve our organization and business practices to 
better meet customer and public needs. 

For instance, we have taken an industry-leading role in evolving our 
approaches to U.S. direct-to-consumer advertising, interactions with 
healthcare professionals and medical education grants. We also continue to 
sponsor programs to address patient affordability and access barriers, as 
we strive to advance fundamental health system change through support 
for better healthcare solutions. 

While our Animal Health business is one of the largest in the world, 
many other companies offer competitive products. Altogether, there are 
hundreds of producers of animal health products throughout the world. 
The principal methods of competition vary somewhat depending on the 
particular product. They include product 



I 



innovation, quality, price, service and effective promotion to veterinary 
professionals and consumers. 

Managed Care Organizations 

The growth of MCOs in the U.S. has been a major factor in the 
competitive makeup of the healthcare marketplace. Approximately 180 
million people in the U.S. now participate in some version of managed 
care. Because of the size of the patient population covered by MCOs, 
marketing of prescription drugs to them and the PBMs that serve many of 
those organizations continues to grow in importance. 

MCOs can include medical insurance companies, medical plan 
administrators, health-maintenance organizations, alliances of hospitals 
and physicians and other physician organizations. The purchasing power 
of MCOs has been increasing in recent years due to their growing numbers 
of enrolled patients. At the same time, those organizations have been 
consolidating into fewer, even larger entities. This enhances their 
purchasing strength and importance to us. 

The growth of MCOs has increased pressure on drug prices. One 
objective of MCOs is to contain and, where possible, reduce healthcare 
expenditures. They typically use formularies, volume purchases and 
long-term contracts to negotiate discounts from pharmaceutical providers. 
They use their purchasing power to bargain for lower supplier prices. They 
also emphasize primary and preventive care, out-patient treatment and 
procedures performed at doctors' offices and clinics. Hospitalization and 
surgery, typically the most expensive forms of treatment, are carefully 
managed. Since the use of certain drugs can prevent the need for 
hospitalization, professional therapy or even surgery, such drugs can 
become favored first-line treatments for certain diseases. 

As discussed above in Marketing, MCOs and PBMs typically develop 
formularies. Formularies can be based on the prices and therapeutic 
benefits of the available products. Due to their generally lower cost, 
generic medicines are often favored. The breadth of the products covered 
by formularies can vary considerably from one MCO to another and many 
formularies include alternative and competitive products for treatment 

of particular medical problems. MCOs use a variety of means to encourage 
patients' use of products listed on their formularies. 

Exclusion of a product from a formulary or other restrictions, such as 
requiring prior authorizations, can lead to its sharply reduced usage in the 
MCO patient population. Consequently, pharmaceutical companies 
compete aggressively to have their products included. Where possible, 
companies compete for inclusion based upon unique features of their 
products, such as greater efficacy, better patient ease of use or fewer side 
effects. A lower overall cost of therapy is also an important factor. 
Products that demonstrate fewer therapeutic advantages must compete for 
inclusion based primarily on price. We have been generally, although not 
universally, successful in having our major products included on most 
MCO formularies. 

The impact of MCOs on chug prices and volumes has increased as the 
result of their role in negotiating on behalf of Medicare beneficiaries in 
connection with the Medicare out-patient Prescription Drug Benefit, 
Medicare Part D that took effect January 1,2006. MCOs and PBMs 
negotiate on behalf of the federal government as Prescription Drug Plans 
(PDPs). We have been generally, although not universally, successful in 
having our major products that are used by the senior population included 
on the formularies of the new Medicare PDPs fen 2006,2007 and 2008. 

Generic Products 

One of the biggest competitive challenges that we face is from generic 
pharmaceutical manufacturers. Upon the expiration or loss of patent 
protection for a product, we can lose the major portion of sales of that 
product in a very short period. Several such competitors make a regular 
practice of challenging our product patents before their expiry. Generic 
competitors operate without our large research and development expenses 
and our costs of conveying medical information about our products to the 
medical community. In addition, the FDA approval process exempts 
generics from costly and time-consuming clinical trials to demonstrate 
their safety and efficacy, allowing generic manufacturers to rely on the 
safety and efficacy data of the innovator product. Generic products need 
only demonstrate a level of availability in the bloodstream equivalent 



to that of the innovator product. This means that generic competitors can 
market a competing version of our product after the expiration or loss of 
our patent and charge much less. 

In addition, our patent-protected products can face competition in the 
form of generic versions of branded products of competitors that lose their 
market exclusivity. For example, Lipitor began to face competition from 
generic pravastatin (Pravachol) and generic simvastatin (Zocor) during 
2006. 

As noted above, MCOs that focus primarily on the immediate cost of 
drugs often favor generics over brand-name drugs. Many governments 
also encourage the use of generics as alternatives to brand-name drugs in 
their healthcare programs, including Medicaid in the U.S. Laws in the U.S. 
generally allow, and in some cases require, pharmacists to substitute 
generic drugs that have been rated under government procedures to be 
therapeutically equivalent to brand-name drugs. The substitution must be 
made unless the prescribing physician expressly forbids it. In the U.S., 
Pfizer's Greenstone subsidiary sells generic versions of Pfizer's 
pharmaceutical products upon loss of exclusivity, as appropriate. 

Raw Materials 

Raw materials essential to our businesses are purchased worldwide in 
the ordinary course of business from numerous suppliers. In general, these 
materials are available from multiple sources. No serious shortages or 
delays were encountered in 2007, and none are expected in 2008. The rise 
in the price of crude oil has resulted in pricing pressures on raw materials 
that are derived from petroleum and used in our businesses. 

Government Regulation and Price Constraints 

In the United States 

General. Pharmaceutical companies are subject to extensive regulation 
by national, state and local agencies in the countries in which they do 
business. Of particular importance is the FDA in the U.S. It has 
jurisdiction over our human pharmaceutical business and administers 

requirements covering the testing, safety, effectiveness, manufacturing, 
labeling, marketing, advertising and post-marketing surveillance of our 
pharmaceutical products. The FDA also regulates our animal health 
products, along with the U.S. Department of Agriculture and the U.S. 
Environmental Protection Agency. 

In addition, many of our activities are subject to the jurisdiction of 
various other federal regulatory and enforcement departments and 
agencies, such as die Department of Health and Human Services, the 
Federal Trade Commission and the Department of Justice. Individual 
states, acting through their attorneys general, have become active as well, 
seeking to regulate the marketing of prescription drugs under state 
consumer protection and false advertising laws. 

We are subject to possible administrative and legal proceedings and 
actions by these various regulatory bodies (see Note 20 to our consolidated 
financial statements, Legal Proceedings and Contingencies, in our 2007 
Financial Report). Such actions may include product recalls, seizures and 
other civil and criminal sanctions. 

The U.S. Congress and the FDA are considering proposals to change 
how the FDA assesses "follow-on biological" products. Depending on the 
specific provisions, legislative or regulatory changes that would facilitate 
the approval of such products could have an adverse impact on the 
Company's business. 

Medicare. In December 2003, the Medicare Prescription Drug 
Improvement and Modernization Act of 2003 (the 2003 Medicare Act) 
was enacted. Medicare beneficiaries are now eligible to obtain subsidized 
prescription drug coverage from a choice of private sector plans. Over 90 
percent of Medicare beneficiaries now have coverage for prescription 
medicines. It remains difficult to predict the long-term impact of the 2003 
Medicare Act on pharmaceutical companies. The use of pharmaceuticals 
has increased slightly among some patients as the result of the expanded 
access to medicines afforded by coverage under Medicare. However, such 
expanded utilization has been largely offset by increased pricing pressure 
and competition due to the enhanced purchasing power of the private 
sector plans that negotiate on behalf of Medicare beneficiaries and by an 
increase in the use of 





eneric medicines in this population. In addition, effective January 1, 
007, Medicare ended reimbursement for ED medicines, including 

Viagra. 

Pfizer is committed to helping ensure that all Americans without 
coverage for prescription medicines have access to Pfizer products. To that 
end, in 2004, we implemented our Helpful Answers program, an umbrella 
program that brings together Pfizer's long-standing patient assistance 
programs with Pfizer Pfriends, a prescription discount card offering 
savings on Pfizer prescription medicines for all Americans without 
prescription drug coverage, regardless of age or income. In addition, in 
January 2005, we joined Together Rx Access with nine other 
pharmaceutical companies to offer savings on over 275 medicines to 
Medicare-ineligible, uninsured individuals under 65 who fall below 
certain income thresholds. Pfizer also participates in the Partnership for 
Prescription Assistance, a single point of access to more than 475 public 
and private patient assistance programs. 

Importation of Drugs. There continue to be legislative proposals to 
amend U.S. law to allow the importation into the U.S. of prescription 
drugs from outside the U.S., which can be sold at prices that are regulated 
by the governments of various foreign countries. In addition to well 
documented safety concerns, such importation could impact 
pharmaceutical prices in the U.S. While the 2003 Medicare Act maintains 
the current prohibition on such imports, it would allow importation from 
Canada if the Secretary of Health and Human Services certifies that such 
importation is safe and would result in savings to consumers. Before the 
2003 Medicare Act, federal law would have permitted importation of 
medicines into the U.S. from a considerably larger group of developed 
countries, provided the Secretary of Health and Human Services made the 
same safety and cost-savings certifications. In December 2004, the 
Department of Health and Human Services (HHS) and the Department of 
Commerce issued reports on drug importation and foreign price controls. 
The HHS report noted that it would be "extraordinarily difficult to ensure 
that drugs personally imported by individual consumers" could meet the 
standards of safety that would support certifying such importation as safe. 
While the report also concluded that the U.S. could 

establish a feasible basis for commercial drug importation, such a change 
in the law would require "new legal authorities, substantial additional 
resources and significant restrictions on the types of drugs that could be 
imported." The report also noted that the total savings to be expected from 
such a commercial importation regime would be relatively small — 1% or 
2% of total drug spending in the U.S. The Commerce Department report 
confirmed that the lower prices in many countries result from 
governmental price controls, and these price controls adversely affect the 
amount of funding that is available for the discovery of new drugs. 

Medicaid and Related Matters. Federal law requires us to give rebates 
to state Medicaid agencies based on each state's reimbursement of 
pharmaceutical products under the Medicaid program. In recent years, 
various proposals have been offered at the federal and state levels that 
would bring about major changes in the Medicaid program. In the short 
term, driven by budget concerns, many states have implemented restrictive 
drug lists and state supplemental rebate programs under the Medicaid 
program. These programs increased our required rebate payments in 2007. 
Nonetheless, Pfizer enjoys relatively broad formulary access in state 
Medicaid fee-for-service programs, although restrictions exist for some 
products in certain states. Access in the Medicaid managed care program is 
typically determined by the health plans providing coverage for Medicaid 
recipients contracting for the provision of services in the state. Access may 
vary by plan. 

Since January 1,2006, federal funds have not been used for 
reimbursement of erectile dysfunction medications, including Viagra, in 
the Medicaid program. In addition, effective January 1,2007, changes to 
the treatment of authorized generics for purposes of calculating Medicaid 
rebates increased the amount of rebates we are required to pay on brand 
name drug sales after loss of exclusivity and on authorized generic sales to 
the Medicaid program. In addition, a number of states are considering 
expansion of eligibility for their Medicaid programs that would result in 
increased exposure to Medicaid rebates. 

Some states are considering price-control regimes that would apply to 
broader segments of their populations that are not Medicaid eligible, as 



well as various approaches to controlling pharmaceutical marketing 
activities. If many states were to require increased rebate payments in 
discount programs for the uninsured and link Medicaid beneficiaries' 
access to our products to such discount programs, the impact on patients' 
access to medicines and on Pfizer could be significant 

We also must give discounts or rebates on purchases or 
reimbursements of pharmaceutical products by certain other federal and 
state agencies and programs. See the discussion regarding rebates in the 
Revenues section of our 2007 Financial Report and in Note 1-G to our 
consolidated financial statements, Significant Accounting Policies, 
Revenues, in our 2007 Financial Report, which discussions are 
incorporated by reference. 

Health Reform. Massachusetts is currently implementing its program 
for health reform. Part of the ongoing implementation discussion is 
whether minimal coverage requires access to brand-name medications or 
only to generic medications. The latter approach has the potential to have a 
negative impact on the sale of brand-name medications. This impact 
would be more significant if generics-only programs were implemented 
by other states considering their own approaches to health reform. 

Outside the United States 

We encounter similar regulatory and legislative issues in most other 
countries. In Europe and some other international markets, the government 
provides healthcare at low direct cost to consumers and regulates 
pharmaceutical prices or patient reimbursement levels to control costs for 
the government-sponsored healthcare system. This international 
patchwork of price regulation has led to different prices and some 
third-party trade in our products from markets with lower prices. Such 
trade exploiting price differences between countries can undermine our 
sates in markets with higher prices. 

The approval of new drugs across the EU may only be achieved using 
the Mutual Recognition Procedure/Decentralized Procedure or EU 
Commission/European Medicines Agency (EMEA) Central Approval 
Process, which applies in the 27 EU member states, plus Norway and 

Iceland, which are full participants in these registration processes. The use 
of these procedures provides a more rapid and consistent approval across 
the member states than was the case when the approval processes were 
operating independently within each country. 

Since the EU does not have jurisdiction over patient reimbursement or 
pricing matters in its member states, we continue to deal with individual 
countries on such matters across the region. 

During 2004, a comprehensive package of reforms was adopted (called 
New Medicines Legislation) amending EU law on the regulation of 
medicinal products in many areas, including approval procedures and 
safety reporting. Of particular note, the data exclusivity periods during 
which innovative companies' regulatory data are protected are required to 
be harmonized in all member states. Implementation is complete or 
underway in most member states, which will facilitate the approval and 
launch of generic medicines. In addition, these reforms introduced a clear 
legal basis for the approval of "biosimilar" or "follow-on biological" 
products in the EU. Following the effectiveness of these new regulations 
(in November 2005), the first such products, including a biosimilar version 
of Genotropin, were approved in the EU in 2006. The new regulations also 
shortened certain approval timelines and introduced fast-track and 
conditional centralized authorizations. Pfizer's Sutent was the first product 
to be conditionally approved under the new law in 2006 (although its 
status subsequently was converted to full authorization). 

On January 26, 2007, the new EU Regulation on Medicines for 
Pediatric Use became effective. This introduced new obligations on 
pharmaceutical companies to conduct research on their medicines in 
children and, subject to various conditions, offers the possibility of 
incentives for so doing, including exclusivity extensions. The aim of this 
new regulation is to improve the health of children in the EU through high 
quality research, stimulating the development of new medicines, creating 
infrastructure to enable authorized use and improving the information on 
medicines for children. A Pediatric Committee (PDCO) was created within 
die EMEA to provide scientific opinions and input on development plans 
for medicines for use with children. 
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On November 28,2007, the EU Commission hosted the Transatlantic 
Administrative Simplification Workshop co-chaired by the EU 
Commission and the FDA, in co-operation with the EMEA and the Heads 
of European Medicines Agencies, to identify opportunities for 
administrative simplification between the U.S. and the EU in the field of 
pharmaceutical regulation. These opportunities include possible 
harmonization of administrative practices and guidelines, not necessitating 
changes in'regulations, while maintaining or increasing the current levels 
of Public Health protection. By freeing up resources, this cooperation will 
allow the industry to focus more of its resources on developing and 
supplying medicines to meet the needs of patients. 

Environmental Law Compliance 

Most of our operations are affected by federal, state and/or local 
environmental laws. We have made, and intend to continue to make, 
necessary expenditures for compliance with applicable laws. We also are 
cleaning up environmental contamination from past industrial activity at 
certain sites (see Note 20 to our consolidated financial statements, Legal 
Proceedings and Contingencies, in our 2007 Financial Report). 

As a result, we incurred capital and operational expenditures in 2007 for 
environmental compliance purposes and for the clean-up of certain past 
industrial activity as follows: 

• environment-related capital expenditures — $64 million 
• other environment-related expenses — $178 million 

While we cannot predict with certainty future 

capital expenditures or operating costs for environmental compliance, we 
do not believe they will have a material effect on our capital expenditures 
or competitive position. 

Tax Matters 

The discussion of tax-related matters in Note 8 to our consolidated 
financial statements, Taxes on Income, in our 2007 Financial Report, is 
incorporated by reference. 

Employees 

In our innovation-intensive business, our employees are vital to our 
success. We believe we have good relationships with our employees. As of 
December 31,2007, we employed approximately 86,600 people in our 
operations throughout the world. 

ITEM 1A. RISK FACTORS AND CAUTIONARY 
FACTORS THAT MAY AFFECT FUTURE RESULTS 

The statements in this Section describe the major risks to our business 
and should be considered carefully. In addition, these statements constitute 
our cautionary statements under the Private Securities Litigation Reform 
Act of 1995. 

Our disclosure and analysis in this 2007 Form 10-K and in our 2007 
Annual Report to Shareholders contain some forward-looking statements 
that set forth anticipated results based on management's plans and 
assumptions. From time to time, we also provide forward-looking 
statements in other materials we release to the public, as well as oral 
forward-looking statements. Such statements give our current 
expectations or forecasts offuture events; they do not relate strictly to 
historical or current facts. We have tried, wherever possible, to identify 
such statements by using words such as "anticipate, " "estimate, " 
"expect," "project," "intend," "plan," "believe," "will," "target", 
"forecast" and similar expressions in connection with any discussion of 

fixture operating or financial performance or business plans or prospects. 
In particular, these include statements relating to future actions, business 
plans and prospects, prospective products or product approvals, future 
performance or results of current and anticipated products, sales efforts, 
expenses, interest rates/foreign exchange rates, the outcome of 
contingencies, such as legal proceedings, and financial results. 

We cannot guarantee that any forward-looking statement will be 
realized, although we believe we have been prudent in our plans and 
assumptions. Achievement of future results is subject to risks, uncertainties 
and potentially inaccurate assumptions. Should known or unknown risks 
or uncertainties materialize, or should underlying assumptions prove 



inaccurate, actual results could 



differ materially from past results and those anticipated, estimated or 
projected. You should bear this in mind as you consider forward-looking 
statements. 

We undertake no obligation to publicly update forward-looking 
statements, whether as a result of new information, future events or 
otherwise. You are advised, however, to consult any further disclosures we 
make on related subjects in our 10-Q and 8-K reports to the SEC. Also 
note that we provide the following cautionary discussion of risks, 
uncertainties and possibly inaccurate assumptions relevant to our 
businesses. These are factors that, individually or in the aggregate, we 
think could cause our actual results to differ materially from expected and 
historical results. We note these factors for investors as permitted by the 
Private Securities Litigation Reform Act of1995. You should understand 
that it is not possible to predict or identify all such factors. Consequently, 
you should not consider the following to be a complete discussion of all 
potential risks or uncertainties. 

Government Regulation and Managed Care Trends 

U.S. and foreign governmental regulations mandating price controls 
and limitations on patient access to our products impact our business, and 
our future results could be adversely affected by changes in such 
regulations. In the U.S., many of our pharmaceutical products are subject 
to increasing pricing pressures. Such pressures have increased as the result 
of the 2003 Medicare Act due to the enhanced purchasing power of the 
private sector plans that negotiate on behalf of Medicare beneficiaries. In 
addition, if the 2003 Medicare Act were amended to impose direct 
governmental price controls and access restrictions, it would have a 
significant adverse impact on our business. In addition, MCOs, as well as 
Medicaid and other government agencies, continue to seek price discounts. 
Some states have implemented and other states are considering price 
controls or patient-access constraints under the Medicaid program and 
some states are considering price-control regimes that would apply to 
broader segments of their populations that are not Medicaid eligible. Other 
matters also could be the subject of U.S. federal or state legislative or 

regulatory action that could adversely affect our business, including 
changes in patent laws, the importation of prescription drugs from outside 
die U.S. at prices that are regulated by the governments of various foreign 
countries and restrictions on U.S. direct-to- consumer advertising or 
limitations on interactions with healthcare professionals. 

The prohibition on the use of federal funds for reimbursement of ED 
medications by the Medicaid program, which became effective January 1, 
2006, and the similar federal funding prohibition for the Medicare 
program, which became effective January 1,2007, has had an adverse 
effect on our business. Any prohibitions on the use of federal funds for 
reimbursement of other classes of drugs in the future may also have an 
adverse effect. 

We encounter similar regulatory and legislative issues in most other 
countries. In Europe and some other international markets, the government 
provides healthcare at low direct cost to consumers and regulates 
pharmaceutical prices or patient reimbursement levels to control costs for 
the government-sponsored healthcare system. This international 
patchwork of price regulation has led to different prices and some 
third-party trade in our products from markets with lower prices. Such 
trade exploiting price differences between countries can undermine our 
sales in markets with higher prices. As a result, it is expected that 
pressures on the pricing component of operating results will continue. 

Generic Competition 

Competition from manufacturers of generic drugs is a major challenge 
for us around the world. Upon the expiration or loss of patent protection 
for one of our products, or upon the "at-risk" launch (despite pending 
patent infringement litigation against the generic product) by a generic 
manufacturer of a generic version of one of our products, we can lose the 
major portion of sales of that product in a very short period, which can 
adversely affect our business. The U.S. basic patent for Norvasc expired in 
2007 and a generic version was launched promptly. The U.S. basic patent 
for Zyrtec/Zyrtec D expired in December 2007 and an over-the-counter 
version was launched in late January 2008 by the purchaser of 



our Consumer Healthcare business. The U.S. basic patent for Camptosar 
expired in Februaiy 2008. Also, the patents covering several of our most 
important medicines, including Lipitor, Celebrex, Detrol/Detrol LA, 
Caduet and Aricept, are being challenged by generic manufacturers. In 
addition, our patent-protected products may face competition in the form 
of generic versions of branded products of competitors that lose their 
market exclusivity. For example, Lipitor began to face competition from 
generic pravastatin (Pravachol) and generic simvastatin (Zocor) during 

Competitive Products 

We cannot predict with accuracy the timing or impact of the 
introduction of competitive products or their possible effect on our sales. 
Products that compete with our drugs, including some of our best-selling 
medicines, are launched from time to time. Launches of a number of 
competitive products have occurred in recent years, and certain potentially 
competitive products are in various stages of development, some of which 
have been filed for approval with the FDA and with regulatory authorities 
in other countries. 

Dependence on Key In-Line and New Products 

We recorded product sales of more than $1 billion for each of eight 
pharmaceutical products in 2007: Lipitor, Norvasc. Lyrica, Celebrex, 
Viagra, Detrol/Detrol LA, Xalatan/Xalacom and Zyrtec/Zyrtec D. Those 
products accounted for 58.0% of our total Pharmaceutical revenues in 
2007. Lipitor sales in 2007 were approximately $12.7 billion, accounting 
for 28.4% of our total 2007 Pharmaceutical revalues. The U.S. basic 
patents for Norvasc and Zyrtec/Zyrtec D expired in 2007. If the other six 
products or any of our other major products were to become subject to 
problems such as loss of patent protection, changes in prescription growth 
rates, material product liability litigation, unexpected side effects, 
regulatory proceedings, publicity affecting doctor or patient confidence or 
pressure from existing competitive products, or if a new, more effective 
treatment should be introduced, the adverse impact on our revenues could 
be significant. As noted, patents covering several of our best-selling 

medicines have recently expired or will expire in the next few years, and 
patents covering a number of our best-selling medicines are the subject of 
pending legal challenges. In addition, our revenues could be significantly 
impacted by the timing and rate of commercial acceptance of key new 
products, including Lyrica, Sutent, Chantix/Champix and 
Selzentry/Celsentri. 

Uncertainty Relating to COX-2 Medicines 

Our ability to further increase Celebrex sales may be limited by the 
continuing concern about the safety of non-steroidal anti-inflammatory 
pain relievers. 

Research and Development Investment 

The discovery and development of new products as well as the 
development of additional uses for existing products is very important to 
the success of the Company. However, balancing current growth and 
investment for the future remains a major challenge. Our ongoing 
investments in new product introductions and in research and development 
for new products and existing product extensions could exceed 
corresponding sales growth. This could produce higher costs without a 
proportional increase in revenues. 

Development, Regulatory Approval and Marketing of 
Products 

Risks and uncertainties apply particularly with respect to 
product-related, forward-looking statements. The outcome of the lengthy 
and complex process of identifying new compounds and developing new 
products is inherently uncertain. There can be no assurance as to whether 
or when we will receive regulatory approval for new products or for new 
indications or dosage forms for existing products. Decisions by regulatory 
authorities regarding labeling and other matters could adversely affect the 
availability or commercial potential of our products. There also are many 
considerations that can affect marketing of pharmaceutical products 
around the world. Regulatory delays, the inability to successfully complete 
clinical trials, claims and concerns about safety and efficacy, new 
discoveries, patent disputes and claims about adverse side effects are 
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a few of the factors that could adversely affect the realization of research 
and development and product-related, forward-looking statements. 

Research Studies 

Decisions about research studies made early in the development 
process of a drug candidate can have a substantial impact on the marketing 
strategy once the drug receives approval. More detailed studies may 
demonstrate additional benefits that can help in the marketing, but they 
consume time and resources and can delay submitting the drug candidate 
for initial approval. We try to plan clinical trials prudently, but there is no 
guarantee that a proper balance of speed and testing will be made in each 
case. The quality of our decisions in this area could affect our future 
results. 

Interest Rate and Foreign Exchange Risk 

52.2% of our total 2007 revenues were derived from international 
operations, including 32.9% from the Europe/Canada region and 13.4% 
from the Japan/Asia region. These international-based revenues as well as 
our substantial international net assets expose our revenues and earnings to 
foreign currency exchange rate changes. In addition, our interest-bearing 
investments, loans and borrowings are subject to risk from changes in 
interest rates. These risks and the measures we have taken to help contain 
them are discussed in the section entitled Financial Risk Management in 
our 2007 Financial Report. For additional details, see Note 10-D to our 
consolidated financial statements, Financial Instruments: Derivative 
Financial Instruments and Hedging Activities, in our 2007 Financial 
Report Those sections of our 2007 Financial Report are incorporated by 
reference. 

Notwithstanding our efforts to foresee and mitigate the effects of 
changes in fiscal circumstances, we cannot predict with certainty changes 
in currency and interest rates, inflation or other related factors affecting 
our businesses. 

Risks Affecting International Operations 

Our international operations also could be affected by changes in 
intellectual property legal protections and remedies, trade regulations and 

procedures and actions affecting approval, production, pricing, 
reimbursement and marketing of products, as well as by unstable 
governments and legal systems and inter-governmental disputes. Any of 
these changes could adversely affect our business. 

Product Manufacturing and Marketing Risks 

Difficulties or delays in product manufacturing or marketing, 
including, but not limited to, the inability to increase production capacity 
commensurate with demand or the failure to predict market demand for, or 
to gain market acceptance of, approved products, could affect future 
results. 

Cost and Expense Control/Unusual Events 

Growth in costs and expenses, changes in product, segment and 
geographic mix and the impact of acquisitions, divestitures, restructurings, 
product withdrawals and other unusual events that could result from 
evolving business strategies, evaluation of asset realization and 
organizational restructuring could adversely affect future results. Such 
risks and uncertainties include, in particular, our ability to realize the 
projected benefits of our cost-reduction initiatives. 

Changes in Laws and Accounting Standards 

Our future results could be adversely affected by changes in laws and 
regulations, including changes in accounting standards, taxation 
requirements (including tax-rate changes, new tax laws and revised tax 
law interpretations), competition laws and environmental laws in the U.S. 
and other countries. 

Terrorist Activity 

Our future results could be adversely affected by changes in business, 
political and economic conditions, including the cost and availability of 
insurance, due to the threat of terrorist activity in the U.S. and other parts 



of the world and related U.S. military action overseas. 



Legal Proceedings 

We and certain of our subsidiaries are involved in various patent, 
product liability, consumer, commercial, securities, environmental and tax 
litigations and claims, government investigations, and other legal 
proceedings that arise from time to time in the ordinary course of our 
business. Litigation is inherently unpredictable, and excessive verdicts do 
occur. Although we believe we have substantial defenses in these matters, 
we could in the future incur judgments or enter into settlements of claims 
that could have a material adverse effect on our results of operations in any 
particular period. 

Patent claims include challenges to the coverage and/or validity of our 
patents on various products or processes. Although we believe we have 
substantial defenses to these challenges with respect to all our material 
patents, there can be no assurance as to the outcome of these matters, and a 
loss in tiny of these cases could result in a loss of patent protection for the 
drug at issue, which could lead to a significant loss of sales of that drug 
and could materially affect future results of operations. 

Business Development Activities 

We plan to enhance our product pipeline through acquisitions, 
licensing and alliances (see Regulatory Environment and Pipeline 
Productivity under Our Operating Environment and Response to Key 
Opportunities and Challenges in our 2007 Financial Report, which section 
is incorporated by reference). However, these enhancement plans are 
subject to the availability and cost of appropriate opportunities and 
competition from other pharmaceutical companies that are seeking similar 
opportunities. 

Information Technology 

We rely to a large extent upon sophisticated information technology 
systems and infrastructure. The size and complexity of our computer 
systems make them potentially vulnerable to breakdown, malicious 
intrusion and random attack. Likewise, data privacy breaches by 
employees and others with permitted access to our systems may pose a risk 
that sensitive data may be exposed to unauthorized persons or to the 
public. While we have invested heavily in protection of data and 

information technology, there can be no assurance that our efforts will 
prevent breakdowns or breaches in our systems that could adversely affect 
our business. 

ITEM IB. UNRESOLVED STAFF COMMENTS 

Not applicable. 

ITEM 2. PROPERTIES 

Our corporate headquarters and the headquarters of our Worldwide 
Pharmaceuticals and Animal Health businesses are located at our world 
headquarters, which includes several owned and leased buildings in New 
York City. 

For our Worldwide Pharmaceuticals business, we own and lease space 
around the world for sales and marketing, administrative support and 
customer service functions. 

Our Global Research and Development and Biotechnology and 
Bioinnovation Center divisions are headquartered in owned and leased 
facilities in New London, Connecticut and South San Francisco, 
California, respectively. We operate both divisions in 17 locations around 
the world. More efficient use of our R&D facilities is a component of 
Pfizer's cost-reduction initiatives and the expansion of those initiatives 
was announced on January 22,2007. Since that time, the majority of R&D 
activities in Ann Arbor, Plymouth Township and several buildings in 
Kalamazoo, Michigan have been concluded, and disposition efforts are 
underway for those sites. R&D operations will continue, as noted below, in 
other retained buildings in Kalamazoo. Disposition alternatives, subject to 
consultation with works councils and local labor laws, are also being 
pursued in Amboise, France and Nagoya, Japan. 

We have veterinary medicine research and development operations in 
owned facilities in Henrietta, Kalamazoo and Richland Township, 
Michigan, and Sandwich, England. Additionally, these operations occupy 
leased facilities in Melbourne, Australia. 



Our Global Manufacturing (PGM) division is headquartered in New 
York, NY and in Peapack, NJ and operates plants in 57 locations around 
the world that manufacture products for our 
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Pharmaceutical and Animal Health businesses. Major facilities are located 
in Belgium, Brazil, China, France, Germany, Ireland, Italy, Japan, Mexico, 
Puerto Rico, Singapore, Sweden, the United Kingdom and the United 
States. The Global Manufacturing division also operates distribution 
facilities in major markets around the world. As part of Pfizer's 
Transformation and Plant Network Strategy productivity initiatives, 12 of 
the manufacturing facilities are scheduled to be sold or closed within the 
next several years as Global Manufacturing continues to optimize its plant 
network. This includes a number of plants that were announced for closure 
in early 2007 as part of Pfizer's streamlining initiatives. Studies are 
underway to further consolidate the distribution network. 

In general, our properties are well maintained, adequate and suitable 
for their purposes. See Note 12 to our consolidated financial statements, 
Property, Plant and Equipment, in our 2007 Financial Report, which 
discloses amounts invested in land, buildings and equipment, which is 
incorporated by reference. See also the discussion 

under Note 18 to our consolidated financial statements, Lease 
Commitments, in our 2007 Financial Report, which is also incorporated by 
reference. 

ITEM 3. LEGAL PROCEEDINGS 

Certain legal proceedings in which we are involved are discussed in 
Note 20 to our consolidated financial statements, Legal Proceedings and 
Contingencies, in our 2007 Financial Report, which is incorporated by 
reference. 

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF 
SECURITY HOLDERS 

Not applicable. 



EXECUTIVE OFFICERS OF THE COMPANY 

The executive officers of the Company are set forth in this table. Each holds the offices indicated until his or her successor is chosen and qualified at the 
regular mating of the Board of Directors to be held immediately following the 2008 Annual Meeting of Shareholders. Each of the executive officers is a 
member of the Pfizer Executive Leadership Team. 

Name 
Jeffrey B. Kindler 
Richard H. Bagger 

Age 
52 
47 

Frank A. D'Amelio 
Joseph M. Feczko 

50 
58 

Corey S. Goodman 56 

John L. LaMattina 
(retired at year-end 2007) 

57 

Position 
Chairman of the Board and Chief Executive Officer 
Senior Vice President, Worldwide Public Affairs and Policy, since 
August 2006. Since joining Pfizer in 1993, Mr. Bagger has held 
various positions of increasing responsibility in Pfizer's Corporate 
Affairs Division. He was promoted to Vice President, Government 
Relations in 2002 and to Senior Vice President, Government 
Relations in 2003. He assumed additional responsibility for Public 
Affairs and Policy in 2005. Prior to joining Pfizer, he was Assistant 
General Counsel of Blue Cross and Blue Shield of New Jersey and 
previously practiced law with the firm of McCarter and English. 
Mr. Bagger also served in both houses of the New Jersey 
legislature. 
Senior Vice President & Chief Financial Officer 
Senior Vice President and Chief Medical Officer, since August 
2006. Dr. Feczko has held various positions of increasing 
responsibility in research and development and medical and 
regulatory operations. After four years as Medical Director at 
Glaxo's Research & Development headquarters in London, Dr. 
Feczko returned to Pfizer in 1996 and was promoted to the position 
of Senior Vice President, Medical and Regulatory Operations for 
Global Pharmaceuticals. He was promoted to his position as Chief 
Medical Officer in 2002. Dr. Feczko, who is board-certified in 
Internal Medicine and a specialist in infectious diseases, joined us 
in 1982. 
Senior Vice President; President of Pfizer's Biotherapeutics and 
Bioinnovation Center, since October 2007. Dr. Goodman has 
advised numerous biotechnology companies and co-founded two 
companies, Exelixis and Renovis, Inc. He served as President and 
Chief Executive Officer of Renovis from 2001 until 2007. Dr. 
Goodman was a professor at the University of California, Berkeley 
from 1987 to 2001, and, while on faculty, served as the Evan Rauch 
Professor of Neuroscience, the Director of the Wills Neuroscience 
Institute and an Investigator with the Howard Hughes Medical 
Institute. Dr. Goodman is an Adjunct Professor at the University of 
California San Francisco and an elected member of the U.S. 
National Academy of Sciences. He is a Director of Renovis, Inc. 
Senior Vice President; President, Pfizer Research and Development 
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Martin Mackay 

Mary McLeod 

51 

51 

Ian C. Read 

Natale S. Ricciardi 

54 

59 

David L. Shedlarz 
(retired at year-end 2007) 
Sally Susman 

60 

46 

Allen P. Waxman 45 

Senior Vice President; President of Pfizer Global Research & 
Development 

Senior Vice President of Pfizer's Worldwide Human Resources, 
since April 2007. She served in this role on an interim basis from 
January to April 2007 while she was a consultant at Kom 
Consulting Group. Prior to that, she led Human Resources for 
Symbol Technologies from 2005 to 2006 and was the head of 
Human Resources for Charles Schwab, from 2001 to 2004. From 
1999 to 2001, she was Vice President-Human Resources for Cisco 
Systems and prior to that, Vice President of Human Resources for 
General Electric Company from 1992 to 1997. On February 28,2008 
she was appointed a Director of Belden Inc. 
Senior Vice President; President, Worldwide Pharmaceutical 
Operations 

Senior Vice President; President - Pfizer Global Manufacturing 
since October 2004. He held a number of positions of increasing 
responsibility in manufacturing before being named U.S. Area Vice 
President/Team Leader for Pfizer Global Manufacturing in 1999. 
Mr. Ricciardi joined us in 1972. He is a Director of Mediacom 
Communications Corp. 
Vice Chairman 

Senior Vice President — Chief Communications Office since 
February 2008. Prior to joining Pfizer, Ms. Susman held senior 
level positions at The Estee Lauder Companies, including Executive 
Vice President from December 2004 to January 2008 and Senior 
Vice President - Global Communications from September 2000 
through November 2004. Earlier in her career, Ms. Susman was 
responsible for all of American Express International's internal and 
external communications and governmental affairs and spent eight 
years in government service focused on international trade issues. 
Senior Vice President and General Counsel, since August 2006. Mr. 
Waxman joined Pfizer in 2003 as Senior Assistant General Counsel 
and Chief of Litigation. He was promoted to Associate General 
Counsel in 2005 and to General Counsel in 2006. Prior to joining 
Pfizer, Mr. Waxman was a partner at the law firm of Williams & 
Connolly, LLP in Washington D.C., since 1995, and during that 
same period was an adjunct professor of law at Georgetown 
University Law Center. 

Information concerning Mr. Kindler, Dr. LaMattina and Messrs. D'Amelio, Mackay, Read and Shedlarz is incorporated by reference from the 
discussion under the headings Nominees For Directors and Named Executive Officers Who Are Not Directors in our 2008 Proxy Statement. 
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PART II 

SSS^KSSr" EQUITY' STOCKHOLDER MATTERS AND 
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the table captioned Quarterly Consolidated Financial Data (Unaudited} in our 20OT Fit^Sl by this item is mcotporated by teferetice from 

200?15 taWe Pr°VideS Certain information with resPect to our Purchases ^ shares of the Company's Common Stock during the fiscal fourth quarter of 

Issuer Purchases of Equity Securities(a) 

Period 
Total Number of 

Shares Purchasedfbl 

Average 
Price 

Paid per 
Sharefbl 

Total Number of 
Shares Purchased as 

Part of Publicly 
Announced PlanQQ 

Approximate 
Dollar Value of 
Shares that May 

Yet Be Purchased 

October 1,2007 
through 
October 31.2007 34.714.454 £24.84 34,698.342 
November 1,2007 
through 
November 30.2007 36.715.341 £23.47 36.713.085 
December 1,2007 
through 
December 31. 2007 

Total 
32.868.267 

104.298.062 
£23.71 

£24.00 
32.737.540 

104.148.967 
£ 533.679.153 

W 

(b) 
J-D 23.2000, P«» method that die Board of DheetSStS,?^?^ 

r^L«g a. -* 
deferred receipt of such awards and (iii) the surrender to Pfizer of 46 n 0 sWoc „fVere ®ran performance-contingent share awards and who 
with the vesting of restrictedtissuedto "ye^ of46,l 10 shares of common stock to satisfy tax withholding obligations in connection 



ITEM 6. SELECTED FINANCIAL DATA 

Information required by this item is incorporated by reference from the 
Financial Summary in our 2007 Financial Report. 

ITEM 7. MANAGEMENT'S DISCUSSION AND 
ANALYSIS OF FINANCIAL CONDITION AND 
RESULTS OF OPERATIONS 

Information required by this item is incorporated by reference from the 
Financial Review section of our 2007 Financial Report. 

ITEM 7A. QUANTITATIVE AND QUALITATIVE 
DISCLOSURES ABOUT MARKET RISK 

Information required by this item is incorporated by reference from the 
discussion under the beading Financial Risk Management in our 2007 
Financial Report. 

ITEM 8. FINANCIAL STATEMENTS AND 
SUPPLEMENTARY DATA 

Information required by this item is incorporated by reference from the 
Report of Independent Registered Public Accounting Firm on the 
Consolidated Financial Statements in our 2007 Financial Report and from 
the consolidated financial statements, related notes and supplementary data 
in our 2007 Financial Report. 

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH 
ACCOUNTANTS ON ACCOUNTING AND FINANCIAL 
DISCLOSURE 

Not applicable. 

ITEM 9A. CONTROLS AND PROCEDURES 

Disclosure Controls 

As of the end of the period covered by this 2007 Form 10-K, we 
carried out an evaluation, 

under the supervision and with the participation of our principal executive 
officer and principal financial officer, of the effectiveness of the design 
and operation of our disclosure controls and procedures (as such term is 
defined in Rules 13a-15(e) and 15d-15(e) under the Securities Exchange 
Act of 1934 (the "Exchange Act")). Based on this evaluation, our principal 
executive officer and principal financial officer concluded that our 
disclosure controls and procedures are effective in alerting them in a 
timely manner to material information required to be disclosed in our 
periodic reports filed with the SEC. 

Internal Control over Financial Reporting 

Management's report on the Company's internal control over financial 
reporting (as such term is defined in Rules 13a-15(f) and 15d—15(f) under 
the Exchange Act), and the related report of our independent public 
accounting firm, are included in our 2007 Financial Report under the 
headings Management's Report on Internal Control Over Financial 
Reporting and Report of Independent Registered Public Accounting Firm 
on Internal Control Over Financial Reporting, respectively, and are 
incorporated by reference. 

Changes in Internal Controls 

During our most recent fiscal quarter, there has not occurred any 
change in our internal control over financial reporting (as such term is 
defined in Rules 13a— 15(f) and 15d—15(f) under the Exchange Act) that 
has materially affected, or is reasonably likely to materially affect, our 
internal control over financial reporting. However, we do wish to highlight 
some changes which, taken together, are expected to have a favorable 
impact on our controls over a multi-year period. We continue to pursue a 
multi-year initiative to outsource some transaction-processing activities 
within certain accounting processes and are migrating to a consistent 
enterprise resource planning system across the organization. These are 



enhancements of ongoing activities to support the growth of our financial 
shared service capabilities and standardize our financial systems. None of 
these initiatives is in response to any identified deficiency or weakness in 
our internal control over financial reporting. 



ITEM 9B. OTHER INFORMATION 

Not applicable. 

PART III 

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND 
CORPORATE GOVERNANCE 

Information about our Directors is incorporated by reference from the 
discussion under Item 1 of our 2008 Proxy Statement. Information about 
compliance with Section 16(a) of the Exchange Act is incorporated by 
reference from the discussion under the heading Section 16(a) Beneficial 
Ownership Reporting Compliance in our 2008 Proxy Statement. 
Information about the Pfizer Policies on Business Conduct governing our 
employees, including our Chief Executive Officer, Chief Financial Officer 
mid Principal Accounting Officer, and the Code of Business Conduct and 
Ethics governing our Directors, is incorporated by reference from the 
discussion under the heading Pfizer Policies on Business Ethics and 
Conduct m our 2008 Proxy Statement. Information regarding the 
procedures by which our stockholders may recommend nominees to our 
board of directors is incorporated by reference from the discussion under 
Oie heading Requirements, Including Deadlines, for Submission of Proxy 

°P°JP~S, Nomination ofDirectors and Other Business of Shareholders in 
our 2008 Proxy Statement. Information about our Audit Committee 
including the members of the Committee, and our Audit Committee' 
financial experts, is incorporated by reference from the discussion under 
the headings, The Audit Committee and Audit Committee Financial Experts 
m our 2008 Proxy Statement. The balance of the information required by 
this item is contained in the discussion entitled Executive Officers of the 
Company m Part I of this 2007 Form 10-K. 

ITEM 11. EXECUTIVE COMPENSATION 

Information about Director and executive compensation is 
incorporated by reference from the discussion under the headings: 2007 

Compensation of Non-Employee Directors, Executive Compensation, 
Compensation Committee Interlocks and Insider Participation in our 2008 
Proxy Statement. 

ITEM 12. SECURITY OWNERSHIP OF CERTAIN 
BENEFICIAL OWNERS AND MANAGEMENT AND 
RELATED STOCKHOLDER MATTERS 

Information required by this item is incorporated by reference from the 
discussion under the headings Securities Ownership of Management and 
Equity Compensation Plan Information in our 2008 Proxy Statement. 

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED 
TRANSACTIONS AND DIRECTOR INDEPENDENCE 

Information about certain relationships and transactions with related 
parties is incorporated by reference from the discussion under the headings 
Review of Related Person Transactions and Transactions with Related 
Persons in our 2008 Proxy Statement. Information about director 
independence is incorporated by reference from the discussion under the 
heading Director Independence in our 2008 Proxy Statement. 

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND 
SERVICES 

Information about the fees for professional services rendered by our 
independent auditors in 2007 and 2006 is incorporated by reference from 
the discussion under the heading Audit and Non-Audit Fees in Item 2 of 
°!fr Proxy Statement. Our Audit Committee's policy on pre—approval 
of audit and permissible non-audit services of our independent auditors is 
incorporated by reference from the section captioned Policy on Audit 
Committee Pre-Approval of Audit and Permissible Non-Audit Services of 
Independent Registered Public Accounting Firm in Item 2 of our 2008 
Proxy Statement. 



PART IV 

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES 

• Report of Independent Registered Public Accounting Firm on the Consolidated Financial Statements 
• Consolidated Statements of Income 
• Consolidated Balance Sheets 
• Consolidated Statements of Shareholders' Equity 
• Consolidated Statements of Cash Flows 
• Notes to Consolidated Financial Statements 
• Quarterly Consolidated Financial Data (Unaudited) 

finSftetlS?The'filZcfal !,t!dUl7' SfchednIes.^e o™tted because they are not required or because the information is provided elsewhere in the 
signifi^nuS^y statements of unconsohdated subsidiaries are omitted because, considered in the aggregate, they would not constitute a 

15(a)(3) Exhibits. These exhibits are available upon request. Requests should be directed to Margaret M. Foran Senior Vice President-CnmnratP 
Governance, Associate General Counsel and Corporate Secretary, Pfizer Inc., 235 East 42nd Street New York NY 10017-57^5 Th** PYhiK't 

30) Kfted CertifiCate 0f IncorP°ralion Apri' 12.2004, is incorporated by reference from our 10-Q report for the period ended March 

3(2) ^ort^r^e^perio^nded^Jidy 2°200°f'[ncolpora,ion dated AP"] I2- 2004, is incoqiorated by reference from our 10-Q 

3(3) Our By-laws as amended October 25,2007 are incorporated by reference from our 8-K report filed on October 30, 2007. 

4<1) ianua^bSr 3°' 2001' betwee» and The Cba«e Rattan Bank, is incorporated by reference from our 8-K report filed on 

4(2) ^brilrieTLl0vfbien™ed4y) ab°Ve' inStrUmen,S defmin8the ri8hts of ^"ers of long-term debt securities of the Company and its 

10(1) 2001 Stock and Incentive Plan is incorporated by reference from our Proxy Statement for the 2001 Annual Meeting of Shareholders. 

2 We agree t0 10 "re SEC, upon request, a copy of each exhibit to this Agreement and Plan of Merger. 

^bsXriis.61,1118,110 ^ SEC' UP°D reqUeSt'8 COpy °f e8Ch instniment with mspect to issuances of long-term debt of the Company and its 

24 



10(2) Pfizer Inc. 2004 Stock Plan is incorporated by reference from our Proxy Statement for the 2004 Annual Meeting of Shareholders. 

10(3) Se™ember?6! 2004°° SWamSIy °fKey Tems is inc<»P°rated by reference from our 10-Q report for the period ended 

10(4) Form of Restricted Stock Grant Notice is incorporated by reference from our 10-Q report for the period ended September 26, 2004. 

,0(5) S^tembCT^r2(m.e~COntingent ShaK AWard Grant Notice is 'ncorP°rated by reference from our 10-Q report for the period ended 

10(6) Stock and Incentive Plan, as amended through July 1,1999, is incoiporated by reference from our 1999 10-K report. 

10(7) Pfizer Retirement Annuity Plan, as amended through November 6,1997, is incoiporated by reference from our 1997 10-Kreport. 

10(8) Nonfunded Supplemental Retirement Plan is incorporated by reference from our 1996 10-K report. 

1<K9) retatfromom 2002^ r^rtand Supplemental Savings Plan-38 amended md stated as of February 1,2002, is incorporated by 

10(10) Executive Annual Incentive Plan is incorporated by reference from our Proxy Statement for the 1997 Annual Meeting of Shareholders. 

10( 11) Summary of Annual Incentive Plan is incorporated by reference from our 2000 10-K report. 

,0(12) lharehold^!anCe-*:'0ntin8ent ^ ^ " hco1,orated ^ reference Proxy Statement for the 2001 Annual Meeting of 

10(13) Performance-Contingent Share Award Program is incorporated by reference from our 10-Q report for the period ended September 29,1996. 

10(14) Deferred Compensation Plan is incoiporated by reference from our 1997 10-K report 

10(15) Non-Employee Directors' Retirement Plan (frozen as of October 1996) is incorporated by reference from our 1996 10-K report. 

10(16) Annual Retainer Unit Award Plan (for Non-Employee Directors) (frozen as of March 1,2006) is incorporated by reference from our 10-Q 
report for the period ended September 29,1996. 

10(") 

10(18) Restricted Stock Plan for Non-Employee Directors is incorporated by reference from our 1996 10-K report. 

"*20) Im&gSgT Kindle,. UM.tita, ,»d 

,0C" 

mm £5S2di?3£2 SiSS! I* •-»d Reed i, 

10(23) The form of Indemnification Agreement with each of our non-employee Directors is incorporated by reference from our 1996 10-K report. 

idewified in ou, 2008 Proxy SWemen, i, incporaed 

10<25> Aprtl 20'2m•te— - »•wi,ii"c •» 
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onFrtnjaty^20W ^ °fJanuary 1 •2001 • between us and Henry A. McKinnell is incorporated by reference from our 8-K report 

fefflfza ofDecember 18,2006, between us and Henry A. McKinnell is incorporated by reference from our 8-K report filed on 

pS£nAefiS^ from ^I-K^'fiied o^ugus^S?'68^1"2 

Septanber 30,'2007°Vember '' ̂  ™ AlaD Levin'is grated by reference from our KM? report for fee period ended 

Computation of Ratio of Earnings to Fixed Charges. 

theSEC ** ̂  SeCti0BS inC0^0rated b* • are fomished solely for the information of 

Subsidiaries of fee Company. 

Consent of KPMG LLP, Independent Registered Public Accounting Firm. 

Power of Attorney (included as part of signature page). 

Certification by fee Chief Executive Officer Pursuant to Section 302 of fee Sarbanes-Oxley Act of 2002. 

Certification by fee Chief Financial Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of2002: 

AcSoT ̂  ̂  ChiefEX6CUtiVe 0fBcer PurSUant ,0 18 USC" Section 1350, as Adopted Pursuant to Section 906 of fee Sarbanes-Oxley 

ACSOT ̂  Chief Financial 0fficer Pursuan«10 ' 8 U S.C. Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-Oxley 



SIGNATURES 

authSd^LTnTed berowSeCti0n '5(d)'°f<**SeCUritieS^EXChan8C^Act'°f:,934>'^was signed on behalfoftheRegistmn. by U,e 

Dated: February 29,2008 
Pfizer Inc. 
Bv:/s/Margaret M Fn^ 

Margaret M. Foran, 
Senior Vice President-Corporate 
Governance, Associate General Counsel 
and Corporate Secretary 

our true SidSSoratTwiA Ml o?^r,o^!!,y 7**? M'  ̂AUen P"Waxman- ea'b of them singly, 
amendments to this Annual Report on Form 10-K filed with the Securities Ld Exchalige Co'SSn CapaC,t,eS md,cated below- ^ and a11 

cap2£ ̂ d^rSd!caLSeCU,itieS EXChM8e AC' °f'9H ̂  ̂  W3S SigBed *1,16 f0ll0win8P— « ̂  Registrant and in the 

Signature 

Isl Jeffrey B. Kinriler 
Jeffrey B. Kindler 

/s/Frank A. D'Amelin 
Frank A. D'Amelio 

Isl Loretta . Canpialnsi 
Loretta V. Cangialosi 

/s/Dennis A. Amielln 
Dennis A. Ausiello 

Isl Michael S. Brown 
Michael S. Brown 

/S/ M .  Anthnnv R.irr^ 
M. Anthony Burns 

Isl Robert N. Burt 
Robert N. Burt 

Is/ W. Don Cornwell 
W. Don Cornwell 

Is/ William H Gray TTF 

William H. Gray III 

Title 

Chairman of the Board and 
Chief Executive Officer and Director 
(Principal Executive OfBcer) 

Senior Vice President and 
Chief Financial Officer 
(Principal Financial Officer) 

Vice President - Controller 
(Principal Accounting Officer) 

Director 

Director 

Director 

Director 

Director 

Director 

Date 

February 29,2008 

February 29,2008 

February 29,2008 

February 29,2008 

February 29,2008 

February 29,2008 

February 29,2008 

February 29,2008 

February 29,2008 

Isl Constance J. Homer 
Constance J. Homer 

Director 
February 29,2008 



Signature 

/s/William R. Howell 
William R. Howell 

/s/ Suzanne Nora Johnson 
Suzanne Nora Johnson 

/s/ Mi Kill? 
James M. Kilts 

/s/Georee A. Lorch 
George A. Lorch 

As/Dana G. Mead 
Dana G. Mead 

/s/William C.Steere. Jr. 
William C. Steere, Jr. 

Title 

Director 

Director 

Director 

Director 

Director 

Director 

Date 

February 29,2008 

February 29,2008 

February 29,2008 

February 29,2008 

February 29,2008 

February 29,2008 
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